nnual Report 


1994 


Cover 


For consumer-driven companies like 
Imasco, investing in employee learning is 
akin to research and development. New 
knowledge generates innovative products 
and improved customer service. Both 
enable our companies to outperform the 
competition and are essential to industry 
leadership. 


“Continuous learning at Imasco’ is the 
theme of this year’s report, chosen to un- 
derscore the importance of education 
and training in all our companies. 


The cover photo was taken during the 
1994 Imasco Senior Management Develop- 
ment Program. Each year, high-potential 
managers, selected by their CEOs to attend 
this three-week program, interact with 
senior operating and corporate leaders. 
They examine business challenges and 
participate in seminars moderated by pro- 
fessors from leading Canadian and U.S. 
business schools. 


Denise Perrault, Vice-President, Human 


Resources: “Learning opportunities not only en- 
hance the capabilities of our companies, but 
they also promote the personal growth of indi- 
viduals in becoming lifelong learners. Both 
dimensions are profoundly valued at Imasco.” 


Corporate Profile 


Imasco Limited is a leading consumer 
products and services growth company 
with operations in Canada and the 
United States. 


Imasco’s wholly owned operations 
include Imperial Tobacco, Hardee’s Food 
Systems, Shoppers Drug Mart/Pharma- 
prix, Genstar Development Company, 
and The UCS Group. 


Imasco also owns approximately 98% of 
the common shares of CT Financial 
Services, the parent of the Canada Trust 
group of companies in Canada and of 
First Federal Savings and Loan Associa- 
tion of Rochester in the United States. 
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This report includes selected information 
on CT Financial Services Inc., a public 
reporting company with shares trading on 
the Toronto and Montréal stock exchanges. 
CT Financial Services produces an annual 
report, and a copy can be obtained by con- 
tacting the company directly. 


Imasco Limited 
Financial Highlights 
In millions of dollars, except as noted 


Operating results 

System sales 

Revenues, net of tobacco taxes and duties 
Net earnings’ 

Return on common equity 


Earnings from operations 
Imperial Tobacco 

CT Financial Services 

Hardee's Food Systems 
Shoppers Drug Mart 

Genstar Development Company 
The UCS Group’ 


Financial condition 

Cash from operating activities 
Capital expenditures 
Shareholders’ equity 

Debt to total capital ratio 


1 Net earnings in1993 were $424 million 
before an after-tax loss of $15 million on the 
sale of 84 restaurants in Philadelphia. 


© Dividend per share 
~ Earnings per share 


Dividends and earnings 
per common share 


($) 
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Strong growth continued in 1994 with earn- 
ings per share up 28%. The indicated annual 
dividend for 1995 is $1.92 per share, an 
increase of 23%. 
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2 1994 includes a restructuring charge of 
$12 million. 
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With dividends reinvested, a1989 invest- 
ment of $100 in Imasco common shares 
has outperformed the TSE 300 and would 
have grown to $128 by the end of 1994. 
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|Imasco’s common share dividend has risen 
39% over the past five years, compared with 
a 22% decline forthe TSE 300. 
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Imperial Tobacco manufactures a full range 


of quality tobacco products and is the 
industry leader in Canada. Trademarks in- 
clude Player's and du Maurier, the two 
argest-selling domestic brand families. 


Imperial aims to compete successfully in 
any market it enters by satisfying smokers’ 
reeds better than its competitors—and 


to do this in a manner that is profitable and 
sustainable and that increases the value 
of the company. 


CT Financial Services is a market leader in 
personal banking and investment man- 


agement services, with assets under admin- 
istration of $182 billion. Operations include 
Canada Trust and First Federal Savings 
and Loan Association of Rochester. 


By Thinking like a customer, CT Financial 

is striving to be the best personal financial 
services company in Canada, to gener- 
ate profitable growth in the United States, 
and to exploit cross-border synergies. 


imasco has built value for shareholders 
by excelling in retail distribution busi- 
nesses while continuing to develop Imperial 


Hardee’s Food Systems operates the fourth 
largest quick-service restaurant company 
in the United States. Of its 4,006 restaurants, 
490 bear the Roy Rogers trademark. 


Hardee's goal is to Be the best restaurant in the 
neighborhood by surpassing the competi- 
tion at all three mealtimes in taste, choice, 
and freshness. 


votre Pharmacien 


Shoppers Drug Mart/Pharmaprix is Cana- 
da’s leading drugstore group, with 689 
locations coast to coast. Pharmacy and over- 
the-counter medications are its core 


businesses, and the company is the nation’s 
largest cosmetics retailer and leading 
seller of health and beauty aids. 


Shoppers’ positioning statement, Every- 
thing you want in a drugstore, rests upon five 
fundamental customer benefits: service, 
selection, savings, convenience, and trust. 


Tobacco. The following is an overview of 
the activities and aims of the Imasco 
companies. 


Genstar Development Company creates 
master-planned communities from raw 
land and sells serviced lots and parcels to 
home builders in selected North Ameri- 
can markets. 


Genstar’s mission is to be the leader in 

the residential land development industry, 
whether measured on fairness, integrity, 
professionalism, or financial achievement. 


The UCS Group is a leading, small-space, 
specialty retailer with 140 confectionery, 
tobacco, and news stores located primarily 
in malls and office complexes and 110 
travel-related specialty shops in resort areas, 
hotels, and airports across Canada. 


Letter to Shareholders 


Imasco’s mission is to build value for share- 
holders. To be successful, each year we 
must improve our financial results signifi- 
cantly while devoting sufficient manage- 
ment time and resources to enhancing 
the longer-term competitiveness of our 
businesses. In 1994 we succeeded on 

both fronts. 


Working for simultaneous short-term re- 
sults and long-term development is a 
challenging endeavour in today’s environ- 
ment, and our employees can take 

great Satisfaction in the achievements of 
1994. Speaking for the Board of Directors 
and the shareholders of Imasco, we sa- 
lute the nearly 200,000 men and women 
who make up the Imasco family and 
thank them forthe commitment and ingen- 
uity that resulted in an outstanding year. 


Financial highlights 


We met or exceeded our financial objec- 
tives in 1994. Earnings per common share 
increased by 28% to $4.18, following 
increases of 10% in 1993 and 16% in 1992. 
Our objective is al5% annual growth 

in earnings per share. Return on average 
common shareholders’ equity was 16.1%, 
up from 13.8% in 1993 and 13.7% in 1992. 
Our objective is to exceed 15%. 


Again in 1994, each of our four largest com- 
panies made a positive contribution to 
cash flow. Net cash available after capital 
expenditures and dividends was $310 
million in 1994, compared with $324 mil- 
lion in 1993 and $201 million in 1992. 
Our objective of generating net cash equal 
to at least 50% of dividends was comfort- 
ably exceeded in all three years. 


The strong cash flow has allowed us to step 
up our repurchase of common shares. 
We acquired just under 2.5 million shares 
in 1994, foran aggregate consideration 

of $93 million. When combined with the 
$185 million paid out in dividends, a 
record $278 million was returned to com- 
mon shareholders during the year. This 
was equal to 56% of the 1994 earnings 
attributable to common shares. 


In addition to returning cash to sharehold- 
ers, we also strengthened Imasco’s financial 


position and continued to make substan- 
tial capital investments that increased the 
capacity of our businesses to generate 
sustainable growth. By year-end, our ratio 
of long-term debt to total capital stood 

at 36.6%, close to our objective of 35%. Capi- 
tal expenditures were primarily directed 

at improving productivity and customer 
service, cornerstones of Imasco’s success. 
These expenditures totalled $280 million 
in 1994, compared with $296 million in 
both 1993 and 1992. 


We believe that long-term value can only 
be created for shareholders if the returns 
from our businesses and new investments 
exceed the estimated costs of capital. The 
concepts of economic profit and economic 
value added provide a management frame- 
work for measuring performance from 

a value-generating perspective. Economic 
profit is defined as net operating profit after 
tax and after deducting the calculated 
cost of capital on average operating capital. 
Economic value added represents the 
growth in economic profit from year to 
year. Imasco achieved economic pro- 

fit of $154 million in 1994 and $56 million 
in 1993, while economic value added 
amounted to $98 million in 1994 and $65 
million in 1993. 


One disappointment in 1994 was the market 
valuation of our common shares, which 
clearly did not reflect Imasco’s financial 
performance and prospects. However, 
our shares did out-perform the market as 
a whole. The total return on Imasco’s com- 
mon shares in the year was 3.4% compared 
to a decline of 0.2% for the TSE 300. The 
comparable figures for the three- and five- 
year periods ended December 31,1994 

are 7.0% and 5.1% for Imasco, against 9.3% 
and 4.5% for the TSE 300. 


Operating highlights 


The year’s financial performance resulted 
from a combination of top line growth 
and a continuing focus on productivity. 
Under the Imasco system, leaders of the 
operating companies have both the respon- 
sibility and the managerial freedom to 
reach goals that have been set in collabor- 
ation with the corporate centre. In 1994 
they did an outstanding job. 


Imperial Tobacco’s 28% increase in earnings 
from operations reflected strong revenue 
growth and a return to a more traditional 
market mix of manufactured cigarettes 
and fine-cut tobacco products. The increase 
of 4.8 share points, to 64.3% of the total 
cigarette market, resulted from a chain of 
events set off by tobacco tax reductions 
made in February 1994 by the federal gov- 


Performance against objectives 


Growth in earnings 
per common share 


(%) 


Return on average 
common equity 


(%) 


Net cash available - after 
capital expenditures and dividends 


($ millions) 
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ernment and several provinces. Prior to 
that, Imperial’s sales had been adversely 
affected by the growing illicit market. 
This was particularly true between April 
1992 and March 1993, when the company 
voluntarily restrained exports, giving up 
substantial volume and tens of millions of 
dollars in earnings in support of the gov- 
ernment’s attempts to control smuggling. 


The tax rollbacks do not appear to have 
significantly impacted tobacco consump- 
tion.They did effectively eliminate the 
contraband market in Eastern Canada. 
Smokers returned to domestic, legal 
channels, and many who had switched to 
cheaper, fine-cut tobacco returned to 
higher-margin, manufactured cigarettes. 
In the normalized marketplace, Imperial’s 
strong trademarks and superior sales 
organization combined to restore market 
share to a level that would have prevailed, 
had smuggling not occurred. 


At CT Financial Services, the 35% increase 
in net earnings attributed to common 
resulted from Canada Trust's declin- 
ing provisions for investment losses 


snares 


and the company’s continuing focus on 
operating costs and market share. First 
Federal Savings and Loan Association of 
Rochester also enjoyed strong results 

and continued to improve its asset quality. 
Overall, net non-performing investments 
represented 0.28% of total investments 

at December 31,1994, which compares very 
favourably with the 1.22% average for 

the six largest Schedule I chartered banks 


at their October 31,1994 year-end. 


Canada Trust expanded its Canadian 
retail distribution system again in 1994, 
adding 21 branches and 217 automated 
banking machines, including 50 new 
drive-thru locations. A second telephone 
banking call centre was opened for Easy- 
Line,and Mandarin and Cantonese now 
supplement French and English as lan- 
guages in which operator service is available 
24 hours a day, seven days a week. This 
expansion was achieved with significantly 
fewer employees in the retail system as 

a result of re-engineering efforts. 


Hardee's Food Systems faced fierce compe- 
tition again in 1994. The year got off to 


a slow start, particularly in the Northeast, 
where severe weather conditions were 

a factor. However, with the introduction 
of value offerings at Hardee’s and new 
menu items at Roy Rogers, sales showed 
signs of recovery by the fourth quarter. 
Earnings from operations were up 56% in 
1994. Principal factors contributing to 
the increase were the relative strength of 
the US dollar, lower occupancy costs 

that resulted from the unwinding of a1988 
sale and leaseback transaction involving 
279 Hardee’s restaurants, and the loss 
taken in 1993 on the sale of 84 Roy Rogers 
restaurants in Philadelphia. On a fully 
comparable basis, US dollar earnings from 
operations were up 2%. 


Hardee’s was pleased to welcome Heart- 
land Food Systems as a licensee in 1994. 
This Ohio-based company selected Har- 
dee’s as the new trademark for its 52 

Rax restaurants, which are expected to be 
converted starting in 1995. Heartland 

also acquired 6] restaurants from Hardee's 
and 104 restaurants from a licensee, 
making it the third-largest operator in the 
system and well-positioned to develop 
Hardee's in Ohio. 


Shoppers Drug Mart/Pharmaprix increased 
its earnings from operations in 1994 by 
2%,a commendable performance in a diffi- 
cult retail environment. Comparable 
store sales, excluding tobacco, increased by 
3.4% (tobacco distorts comparisons 
because of the substantial decrease in retail 
prices after the tax rollback). Margin 
erosion was minimized by growing sales 
of Life Brand and Rialto private label 
products, strong sales of over-the-counter 
medications and cosmetics, and increased 
prescription counts bolstered by the 
HealthWatch Reminder program. 


Earnings from operations at Genstar Devel- 
opment declined to $27 million from 

$33 million in 1993. This decline was expect- 
ed and is partly due to a lack of land 
acquisitions in the late 1980s. The company 
is currently replenishing its inventory, 
and attractive new projects are expected 
to result in future earnings growth. 
Some of the returns have already begun to 
flow. In 1994, there was a modest reve- 
nue contribution from sales in Minneapolis 
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and from Genstar’s new project in 
Portland, Oregon. 


To address declining profitability and to ad- 
just for the loss of the Woolco tobacco 
franchise, The UCS Group underwent sig- 
nificant restructuring in 1994. A pre-tax 
charge of $12 million was recorded in the 
second quarter to provide for the related 
costs. UCS is now leaner and is organized 
around two principal divisions, conven- 
ience and travel. The continuing business 
operates 250 stores, down from 476 at the 
beginning of the year. A positive contri- 
bution to earnings from operations was 
recorded in the second half of the year. 


Building for sustained success 


It was also a year of substantial progress 
toward Imasco’s second goal of enhancing 
the long-term competitiveness of our 
businesses. These efforts are spearheaded 
by our operating company leaders and 
supported by the corporate centre. 


The most visible output from this activity 
in 1994 was the announcement by Shop- 
pers Drug Mart/Pharmaprix of Vision 97, 
a three-year program that will improve 
efficiency in product acquisition and oper- 
ations through the reconfiguration of 
buying, distribution, accounting, and region- 
al office activities of Shoppers and its as- 
sociates. This major undertaking will assure 
that the company is at least at parity 

with its competitors on these dimensions, 
and it will strengthen Shoppers’ existing 
competitive advantages in marketing, mer- 
chandising, and customer service. While 
Vision 97 is technology-driven, its focus is 
on customers. Ultimate benefits will 
include lower retail prices and even better 
customer service. 


Imperial Tobacco’s long-term focus in 1994 
was on productivity initiatives that 

are being implemented over several years. 
Canada Trust completed a multi-year 
study of its customer service hardware and 
software. As a result, every branch will be 
equipped with a new information 
system that will enhance customer service 
and decrease training time for staff. At 
Hardee’s, extensive consumer research gen- 
erated new restaurant-enhancement 


ideas and positioning alternatives that will 
be thoroughly test marketed in 1995. 


All these initiatives added to costs in 1994, 
but their benefits will be realized in later 
years, commencing in 1995. Strategic initi- 
atives are more fully described in the 
company reports that follow. 

Continuous learning 

Corporate growth and development ulti- 
mately rest upon the growth and develop- 
ment of individuals and workplace 


teams. Both are nurtured by continuous 
learning, which is the theme of this year’s 


annual report. Continuous learning at 
Imasco is a process whereby changes or 
anticipated changes in the market- 
place are looked upon as opportunities for 
our tomorrows. Capitalizing on these 
opportunities requires challenging the 
assumptions upon which Imasco’s 

past successes have been based. It entails 
knowing the characteristics of our 
customers and our potential customers. 
And it means taking calculated risks 

that will generate additional shareholder 


value. All these processes require an 


open-mindedness to change and a willing- 


] 


ness to learn. 

Learning at Imasco takes many forms. We 
keep abreast of current business thinking 
by reading the literature. We bench- 
nark the best practices of others. And our 
nulti-business structure and common 


consumer focus afford rich opportunities 


o mine best practices among our own 
companies. A key role of the business de- 


velopment group at the co ‘porate cen- 


tre is to identify such practices in each of 


our businesses and share them widely. 
Employees throughout Imasco are encour- 
aged to expand their knowledge, skills, 
and ideas through systematic education 


and training activities within their com- 


panies. Across the businesses, learning is 
facilitated through the Senior Manage- 
ment Development Program (SMDP) 
under the leadership of Imasco’s human 
resources group. Featured on the front 
cover of this report, the SMDP is creating 
a talented new breed of Imasco managers 
conversant with all our companies, 

their challenges and opportunities. Other 


innovative ways in which Imasco com- 


Oo 


Brian Levitt, President and Chief Operating 


Officer, and Purdy Crawford, Chairman and 


panies are developing their people through 
education and training are illustrated in 


each company’s report 
Tobacco regulation 


In recent years, the tone of public debate 
surrounding the regulation and taxation 
of tobacco products has become increas 
ingly emotional, frequently at the expense 
of reason. This flawed process has yielded 
flawed public policy. The rapid rise in ciga 
rette taxes from 1985 to 1992 transformed 
an intended health measure into a vehicle 
for tax protest. The elimination of tobacco 


from pharmacies in Ontario has removed 


sales of cigarettes from the supervision 
of probably the most responsible retailers 
of tobacco products. And currently unde? 
study in Ottawa is a proposal that would 
contiscate valuable property of tobacco 
manutacturers—their trademarks—without 


compensation, through plain packaging. 


This proposal contravenes Canada’s inte} 
national trade obligations as well as 
accepted notions of fairness relative to pri 
vate property. Plain packaging would 
also facilitate the trade in counterfeit and 


smuggled tobacco products 


There is no compelling evidence that any 
of these extreme policies has accelerated 
the decline in tobacco use that has 
occurred in Canada. Rather, the dominant 
influences on tobacco use are social and 
demographic trends and consumers’ health 
concerns. It is these factors that have result- 
ed in consumption and prevalence levels 
in Canada and the United States moving 
in virtual lock step for the last 20 years, 
even though the United States has avoided 
extremes in tobacco regulation and 
taxation. The more stringent Canadian 
policies have had unintended adverse 
consequences—the development of the 
contraband market being the most no- 
torious and predictable, as a similar problem 
occurred in the 1950s. Reasoned debate 
such as that accorded other public policy 
matters would have avoided these un- 
intended results without jeopardizing pro- 
gress in achieving government objectives. 


Imasco does not oppose reasonable regu- 
lations governing the sale and use of 
tobacco products, such as those relating to 
minors. We are concerned, however, about 
misguided regulatory policies that have 
little potential to reduce smoking, but which 
impact in a material way the rights of 
citizens and the livelihood and property of 
the thousands of Canadians involved in 
growing, manufacturing, or selling tobacco 


and tobacco products. 


In the past, we have supported the exercise 
of self-restraint in pursuit of rational 
public policy—as when Imperial Tobacco 
voluntarily restrained exports during 

the smuggling crisis. We remain ready to 
engage in constructive dialogue with 
government on these important issues. 


Board of Directors 


Two Board members, Jean-Louis Mercier 
and Jack Laughery, will step down in May. 
Jean-Louis had an outstanding 32-year 
career with Imperial Tobacco, retiring as its 
Chairman and Chief Executive Officer 

in 1993. He has served on our Board since 
1979. Jack has been a director since 1981, 
when Imasco completed the acquisition of 
Hardee's. His distinguished career encom- 
passed 28 years with Hardee's and predeces- 
sor companies. Jack retired as Chief 


Executive Officer of Hardee’s in 1990, but 
stayed on as non-executive Chairman 
until March of last year. On behalf of share- 
holders, we thank Jean-Louis and Jack 

for their leadership and valuable contribu- 
tions, and we wish them every success 

in the future. 


Corporate governance was a much-debated 
topic in Canada again in 1994. One matter 
frequently commented upon has been 
share ownership by directors. Fora number 
of years, ournon-executive directors 

have been receiving a portion of their annu- 
al retainers in Imasco common shares. 
This portion currently stands at 350 shares. 


Management succession 


On February 2,1995, the Board of Directors 
approved succession plans for Imasco’s 
executive leadership. Brian Levitt, President 
and Chief Operating Officer, will assume 
Chief Executive Officer responsibilities from 
Purdy Crawford. Mr. Crawford will 
remain as Chairman, and his continuing 
duties will include leading the Board 

and its Executive Committee and providing 
counsel to Mr. Levitt. He will also remain 
Chairman of CT Financial Services. 


These changes will take effect following the 
annual meeting in May, and we look 
forward to continuing to serve sharehold- 
ers in our new roles. 


Outlook 


Imasco enters 1995 with a strong balance 
sheet and good earnings and cash flow 
momentum. Equally important, our busi- 
nesses are stronger competitors now 
than they were a year ago. Accordingly, we 
believe that 1995 will be another year of 
good earnings growth and cash flow gener- 
ation, combined with further progress in 


enhancing our longer-term competitiveness. 


Reflecting this confidence, the Board of 
Directors has increased the quarterly 
dividend by 23% to $0.48 per common 
share and allocated up to $100 million 

to the purchase of common shares in 1995 
under our normal course issuer bid 
program. The Board also recommended 
that the common shares be split on a 
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two-for-one basis, and this will be submit- 
ted for approval at the Annual and Special 
Meeting of Shareholders on May 2,1995. 


Purdy Crawford 
Chairman and 
Chief Executive Officer 


row Mit 


Brian Levitt 
President and 
Chief Operating Officer 


February 2,1995 


Interview with Purdy Crawford 


A note from Claude Beauchamp 


The Imasco that Purdy Crawford will turn over 
to Brian Levitt on May 2 its dramatically dif- 
ferent from the one he took charge of ten years 
ago. To illustrate with only one vital statistic, 
Imasco’s net earnings in 1994 were more than 
half a billion dollars, nearly double what 

they were when he became President in 1985. 


From the start, Purdy Crawford had a very clear 
vision of his mandate: first, to complete the 
diversification of Imasco through a major acqui- 
sition; then to re-orient corporate priorities 
toward the effective management of the busi- 
nesses. Under his leadership, Imasco created 

a corporate culture founded upon this principal 
axis: respond to the needs of customers, but 
also stay out in front of change. It is no mean 
feat to establish a common culture in a com- 
pany that operates six different business units 
across North America! 


But in meeting Mr. Crawford, it was not past 
achievements that interested me. How would 
this man of extraordinary experience in business 
and in Canadian life see the future? What 
would he foresee for Imasco, for the Canadian 
economy, for our society, and for himself? 


It seemed to me that these are the issues that 


employees, shareholders, and others associated 
with Imasco would like to hear Mr. Crawford 
address at this stage of his career. For, as quickly 
became apparent, Purdy Crawford's career is 


far from over. This leader, so admired during 


his decade at Imasco, is merely setting off in a 
new direction. 


Beauchamp: Is anew diversification thrust 
called for at Imasco, such as the one you 
undertook when you joined the company? 


Crawford: In the longer term, perhaps, but 
over the next four or five years, | would 
say no. Excellence in operations should 
remain the order of the day.There is cer- 
tainly no shortage of growth opportunities 
in the businesses we have. 


On the other hand, with our balance sheet 
strength, we could handle an acquisi- 
tion if a particularly attractive one were to 
come along. For now, though, I think we 
should concentrate on what we have. Our 
businesses are very strong, and by sharing 
among themselves the things that each 
does best, Imasco’s overall performance 


will continue to improve. 


Imasco invited journalist Claude Beauchamp 
to interview outgoing CEO Purdy Crawford. 
Mr. Beauchamp ts a well-known professional 
at RDL the all-news television network of 
Radio-Canada (as CBC is known in Québec). 
Prior to that, he was president and publisher 
of Trans Continental Publications Inc., producer 
of several periodicals including the weekly 
business newspaper Les Affaires. 


The interview session was held in Imasco’s 
Montréal corporate centre on the bright February 
day in which all Canada awaited Paul Martin’ 
late-afternoon presentation of the federal 
budget. Topics ranged from Canada’s business 
environment, in general, to Imasco’s growth 
and development, in particular, to Mr. Crawford's 
personal satisfactions and future goals. 


Beauchamp: Has Imasco’s management 
system changed, along with the changing 
priorities? 


Crawford: Yes, very much so.The search 
for excellence in our operating companies 
started after the acquisition of Canada 
Trust and really gained momentum when 
Brian Levitt joined us four years ago. It 
has been a passion with him to encourage 
the operating leaders to take a broader 
look at their businesses and at what's hap- 
pening in the marketplace and tomake 
the changes necessary so that these busi- 
nesses will be the growth companies of 
the tomorrows as well as the past. 


And several years ago, our CFO, Ray Guyatt, 
introduced the concepts of economic 
profit and economic value added.These 
systems of measurement and control 
have greatly strengthened our decision- 
making process.They are a constant re- 
minder that capital is precious. 


Beauchamp: Won’t Imasco’s future growth 
vary from operating company to operat- 
ing company? What will Imasco look like 
in ten years time? 


Crawford: Tobacco’s share of our total 
operating earnings will ultimately start to 
decline. But Imperial Tobacco will still be 
an incredibly successful growth company. 
I would imagine that, ten years out, 
Imperial could represent about 25% of 
our earnings, compared with 40-50% 

in recent years. 


Right now, I would say that Imasco’s best 
long-term opportunities are in the fi- 
nancial services sector, particularly in the 
United States. This suggests that Canada 
Trust and First Federal will spearhead our 
growth over the next few years. But 

sco companies are all leaders, and all 

yositioned to take advantage of con- 


lation opportunities. 


champ: How do you respond to 


ho object to the tobacco industry? 
ford: A lot of people don’t like tobacco, 
heir right to feel that way. But 
ve a business to run. Imperial To- 


yroduces a product that is legal 


nd very much in demand. We manage 
ne company to the best of our ability in 


very strict ethical and legal way. As we see 
it, that is our obligation to shareholders, 
employees, and society at large. If there is to 
be prohibition of tobacco, that is a policy 
issue for governments to decide, not 
tobacco companies. 


Beauchamp: Imasco does not operate ina 
vacuum. Thinking about the external 
environment over the next ten years, if you 
had to point to one challenge among 

the many, what would it be? 


Crawford: The challenge of competition. 
Consumers are becoming more and more 
sophisticated, knowledgeable, and de- 
manding. And, on the other side, the skill 
levels and capabilities within companies 
are constantly rising. Information systems 
add to that, lowering costs and increasing 
the effectiveness of marketing—the whole 
knowledge-based economy. 


We are also moving toward a borderless 
economy that permits the best compa- 
nies to compete everywhere. Canada Trust 
and First Federal are good examples. 
Canada Trust's strength is in southwestern 
Ontario, and First Federal’s is in upstate 
New York. And they’re working on a North 
American financial services strategy. 
Over time, I can see us functioning in a 
borderless world, from the business 
point of view. 


Beauchamp: You are describing a pretty 
demanding future for employees and 
leaders at Imasco. 


Crawford: Yes. And that is why develop- 
ing a culture of continuous learning is so 
important. A company cannot progress 
without achieving good annual financial 
results. But in tomorrow’s world, doing 
well will require a culture that thrives on 
change. You have to constantly challenge 
your assumptions, especially when things 
are going well, and you have to focus on 
learning and training inside the company. 
That is the thinking behind our Senior 
Management Development Program. It in- 
volves a hand-picked group of managers 
from each of our companies, who come 
together for three weeks of learning. It 
has been a very positive thing in terms of 
development of people, and also getting 
them to understand all of Imasco, not just 
the business units they come from.They’ll 
be among our leaders of tomorrow. 


A related idea is the movement of people 
around our companies, as part of their 
development. I think this will be facilitated 
by the Senior Management Develop- 
ment Program. People will have a greater 
understanding of Imasco and all the com- 
panies. And there will be in the tomor- 
rows an even greater emphasis on the 
training and development of people. 
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These kinds of programs already exist at 
Imasco, and I am sure Brian Levitt will be 
putting more emphasis on that over time. 
It’s so important that people become 
broad-gauged and see the big picture. 


Beauchamp: You have many children- 
six, I believe. How will they fit into the 
corporations of tomorrow? 


Crawford: I’ve been blessed with a won- 
derful family —my wife, Bea, an outstanding 
son, and five daughters. My daughters 
have had a great influence on my life- 
one is still in university, and four are now 
in business.They’ve helped educate me 
about some of the issues that women 
face. Undoubtedly, there have been attitu- 
dinal barriers for women in the business 
world, and these have simply got to be 
moved out of the way. I believe it is only 

a matter of time. 


I’m proud to say that Imasco has been 
working very hard to involve women more 
in our business organizations. Besides 
making good sense from a talent point of 
view, when you think about it, female cus- 
tomers represent over 50% of our market 
—in the case of Shoppers Drug Mart, close 
to 70%. It is absolutely vital for us to have 
women involved in making our decisions. 


Beauchamp: How do you view the future 
of the Canadian economy? 


Crawford: I am optimistic, very optimistic. 
Canada’s economy is strong and diversi- 
fied. The severity of the last recession forced 
us to become more productive than we 
have ever been before. Only five years ago, 
most people thought that our steel in- 
dustry would not survive. Today, Canadian 
steel companies are very competitive 

in world markets.The same can be said 
of our automotive industry, and, I am 
sure, many others.The North American 
Free Trade Agreement has been positive 
for Canada and will be even more so in 
the future. 


As long as we can get our financial house 
in order, I think Canada can be among 
the strongest countries, economically, in 
the world. And, if we produce the wealth 
that we're capable of, we can continue to 


be the greatest caring society in the world, 


because we'll have the wealth to redistri- 
bute.The reality is that we’ve been spend- 
ing more than we can afford for 15 or 20 
years. We're all going to have to give a little, 
starting tonight, with the budget! 


But what you'll probably find tomorrow is 
every special interest group in the coun- 
try beating Paul Martin over the head... 
whether they’re business special interest 
groups or whatever. And that will mean 
he got it right! 


Beauchamp: Apart from its economic 
potential, how do you see Canadian soci- 
ety? What kind of country will your 
children and grandchildren grow up in? 


Crawford: | think it will be a pretty good 
world. We’re such a civilized society. Here 
we are, facing the possibility that a major 
part of our country could separate. And it 
would be unthinkable that we would 
have strife about it, strife in a fighting or 
violent sense. And that’s really a great 
credit to our society. 


Even if it is not always realized, French- 
speaking Quebeckers have won a glorious, 
peaceful revolution. A revolution that 
was totally justified by the economic status 
they suffered for so long. It has been a 
great achievement, and it is very good for 
the whole country. 


I expect Canada to flourish because it 
seems to me that people are regaining 
their sense of responsibility and self- 
reliance. I think over the last generation, 
the tendency to rely too much on the 
state has been negative. I hope we're start- 
ing to move away from that. Moncton, 
New Brunswick, is a good illustration. For 
years, Canadian National had railway 
repair shops there, and all of Moncton’s 
energy was devoted to keeping those 
shops from being shut.Today, the leaders 
of Moncton and the Premier of New 
Brunswick say the greatest thing that ever 
happened was those shops shutting 
down.They became forward-looking, and 
they began finding new industries. It’s a 


great success story. 


Beauchamp: People helping themselves: 
that’s a principle Imasco seems to believe 
in. The company is well-known for its 
work in the community. I’m thinking in 
particular of the Job Creation project a 
few years ago. 


Crawford: That is one of the great things 
about this company—its work in the com- 
munity. I can’t take credit for that. It was 
my predecessor, Paul Paré, who gave the 
leadership to create that part of Imasco’s 
culture. We support all sorts of excellent 
projects right across the country, and 
occasionally we get much more deeply 
involved in specific activities. 


The Job Creation Initiative you refer to is 
one example of that. We invested about 
seven and a half million dollars in a pro- 
gram here in Montréal that was directed 
primarily to younger people who had 
business ideas or small businesses. We 
helped get them going, and the survival 
rate has been very high. 


We are currently working on another 
major project with Centraide called 1,2,3 
GO! It is directed at parents and very 
young kids, under three, who need help. 
As part of my involvement with the 
Conference Board, I became Co-chair of 
the National Council on Education.That 
work convinced me, and the research 
evidence is quite clear, that if you want 
to have a major impact on people and 
education, you have to start very young. 


I grew up in rural Nova Scotia and you 
can just see it.The families where the chil- 
dren tended to do well, whether they 
were rich or poor, were the ones where 
the children read and had books and 
were nurtured.The beauty of the 1,2,3 
GO! project is that the neighbourhoods 
themselves determine what is missing, so 
that what is actually provided in each 
community will depend on the infra- 
structure presently there. It’s the right 
approach, and we are very committed. 


Beauchamp: Purdy Crawford is only 63 
years old and has lots of energy. 1am sure 
he will not disappear from the Canadian 
landscape or from the business world. 


Crawford: When I stopped practising law 
to head up Imasco, I believed I was at the 
height of my legal career. Now, I am getting 
ready to leave the day-to-day manage- 
ment of Imasco and I feel Iam at the peak 
of my business career. I think being 
chairman of the boards of Imasco and CT 
Financial Services and advisor to Brian 
Levitt will take up about a quarter of my 
time. I expect to keep and maybe increase 
my involvement on boards of directors of 
other companies. And, there will be more 
time for my family and for the volunteer 
activities that are very dear to me. 


I'll be around. 


Imperial Tobacco 


Highlights of operations 

Millions of dollars, except as noted 
Revenues 

Revenues, net of tobacco taxes and duties 
Earnings from operations 


Market share—manufactured cigarettes (domestic and export) (%) 


Additions to capital assets 


Imperial Tobacco manufactures a full 
range of quality tobacco products and is 
the industry leader in Canada. Trade- 
marks include Player’s and du Maurier, 
the two largest selling domestic brand 
families. 


Renowned for its consumer focus, Impe- 
rial Tobacco garnered a 64.3% share 

of the Canadian manufactured cigarette 
market in 1994. 


André Chénard, Manager, Human Resource 
Development: “Developing our people is really 
not a cost, it’s an investment. You can stop 


doing development right now and save money, 
but it will haunt you in two to three years, 
because people won't be prepared for the tasks 
they will have to do or the decisions they'll 
have to make.” 


1994 1993 
2,586 2,860 
1,335 Bey 

592 462 

64.3 Doro 

31 28 


An exceptional year 


Growth continued for Imperial Tobacco in 
1994, with earnings for the year up an 
impressive 28%. Imperial’s share of manu- 
factured cigarette shipments (domestic 
and export) increased by 4.8 share points, 
reaching an all-time high of 64.3% and 
causing our cigarette production volumes 
to increase significantly. Our sales mix 
also shifted, with decreased sales of fine- 
cut tobacco for roll-your-own cigarettes 
more than offset by increased sales of high- 
er margin manufactured cigarettes. 


Order returns to the market 


In February 1994, the federal and several 
provincial governments announced sig- 
nificant tax rollbacks for tobacco products. 
It was a retreat from misguided policies 
that were designed to discourage smoking, 
but which instead created a huge con- 
traband cigarette market. Prices had soared 
due to over-taxation, and many con- 
sumers turned from domestic, duty-paid 
cigarettes and fine-cut tobacco to smug- 
gled products. As expected, the lower 
taxes all but extinguished smuggling activ- 
ity in Eastern Canada. The return to an 
orderly market favoured Imperial Tobacco, 
for our strengths have long been our 
premier trademarks and superior sales and 
distribution capabilities. 


Despite alarmist predictions to the contrary, 
the tobacco tax rollbacks appear to have 
had no significant impact on total consump- 
tion. Imperial’s market share has now 
reverted to the level it would have been, 
were it not for smuggling and for the 
company’s voluntary restraint of exports 
foran eleven-month period in support of 
government anti-smuggling efforts. 
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Years ended December 31 
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Having given up on one tax, the govern- 
ment imposed a three-year surtax on 
tobacco manufacturing profits. As a result, 
the company provided $39 million for 
surtaxes to the federal and Québec govern- 
ments in 1994. At the federal level alone, 
Imperial’s 1994 income taxes, surtaxes, 
excise taxes, and excise duties amounted 
to approximately $1.5 billion. 


The regulatory environment 


It was another active year on the regulatory 
front, with various provinces and the 
federal government passing laws to further 
restrict the sale and use of tobacco prod- 
ucts. In September, the industry introduced 
new government-mandated warning 
labels on packages of tobacco products, and 
plain packaging for cigarettes is now being 
considered by the federal government. 


We consider the concept of plain packaging 
to be misguided, as there is no credible 
evidence that it will either induce current 
smokers to quit or discourage non- 
smokers from starting. Its adoption would 
confiscate valuable property of tobacco 
manufacturers—their trademarks-—without 
compensation. Not only would this vio- 
late accepted notions of fairness relative to 
private property, it would contravene 
Canada’s international trade obligations. 
The proposal could be damaging in other 
ways, because it threatens many Canadian 
jobs and would facilitate trade in smug- 
gled and counterfeit tobacco products. 


The federal Minister of Health has indicated 
that the government will not make a 

final decision on plain packaging until the 
Supreme Court has decided on the in- 
dustry’s right to advertise (stemming from 
a constitutional challenge to the Tobacco 


Products Control Act). The Court heard 
arguments in November, and a decision 
is expected during 1995. Apart from its 
impact on the plain packaging debate, a 
favourable judgment on advertising by 
the Supreme Court would be an important 
affirmation of the right to commercial 
free speech in Canada. 


Such a ruling, however, would not usher 
in a return to unrestricted tobacco adver- 
tising. Imperial Tobacco recognizes that 
many people believe tobacco advertising 
should be limited. Indeed, the Canadian 
tobacco industry voluntarily restricted ad- 
vertising from 1972 until the Tobacco 
Products Control Act came into force. Fur- 
thermore, we encourage retailers to abide 
by federal and provincial legislation 
prohibiting the sale of tobacco to minors 
and provide point-of-sale signage to 

help them enforce the law. Ultimately, we 
believe the decision to smoke is one that 


informed adults should make. 
Managing in a changing industry 


Imperial Tobacco’s success in the market- 
place has been built on understanding 


smokers’ preferences and satisfying these 


on a cost-effective basis. In 1994, the 
company embarked on a number of pro- 
grams to ensure that productivity will 
make a substantial contribution to earn- 


growth in the years ahead. 


ings g 
In December, we announced a plan to 
invest $118 million over the next five years 
in streamlining manufacturing opera- 
tions and modernizing machinery. Another 
major initiative is Triple I (Integrated 
Information at Imperial),a computerized 
information system that will make virtu- 


With implementation of Triple I (Integrated 
Information at Imperial) slated for January 
1996, the accent at Imperial Tobacco ts on 
designing training for the 900-plus individuals 
who will use the enterprise-wide information 
system. Because all business areas will be 
linked within one computer environment, vir- 
tually all work processes will change. Benefits 
will include dramatic improvements in the 


order entry and inventory management systems, 


greater productivity, and better utilization of 


manpower, materials, and machines 


Over 50 courses will introduce Triple I to em- 
plovees next fall. Instruction will combine 
classroom training and personalized tutorials 
A key strategy of the training design has been 

to involve representatives of the operating divi- 
sions, all of whom will use the technology, in 
creating course materials. These individuals have 
spent the past year working on interdivisional 
teams to improve business processes. Several are 
shown at left, developing the system prototype 
with consultant Mike Alkier. Because of theit 
in-depth understanding of Triple L, they will 


also instruct trainees and monitor progress 


ments. Over time, we will look to increase 
volumes by pursuing opportunities in 


international markets. 


Imperial Tobacco has significant strengths 
including superior Canadian trademarks 
and a deep understanding of consumers 
gained through extensive market research. 
Above all, we have outstanding employees 
who have created the market leader- 

ship position our company enjoys today. 
Together, these assets equip us well to 


meet the challenges of tomorrow, 


ally every business function more efficient. Vie 


Furthermore, to allow Imperial to focus 
on product profitability, an activity-based 
Management system was adopted in 
1994. All costs and revenues were analyzed 
by type of activity, product, geographical 
area, and point of manufacture and then 
benchmarked against those of other best- 


practice companies. 
Outlook 
The near-term outlook is for continued 


earnings growth fuelled by domestic mar- 


ket share gains and productivity enhance- 


R. Donald Brown 
Chairman, President, and Chief Executive 


Officer 


CT Financial Services 


Highlights of operations 

Millions of dollars, except as noted 
Revenues 

Net investment income 

Provision for investment losses 


Earnings from operations (CT Financial Services’ pre-tax earnings) 
Net earnings attributed to common shareholders 
Return on average common shareholders’ equity—fully diluted (%) 


CT Financial Services is a market leader 
in personal financial services with prin- 
cipal operating companies in Canada and 
the United States. 


Canadians know the company as Canada 
Trust, one of the country’s largest 
financial institutions, with $40 billion in 


corporate assets. 


he United States, CT operates through 
-ederal Savings and Loan Associ- 


om of Rochester. First Federal had $9 bil- 
corporate assets at year-end. 


1 Walker, Assistant Vice-President of 
Employee Development and Communications: 
ple really make a difference, and that’s 
why we believe so strongly in ongoing employee 
development.The programs and initiatives 
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offered by our training services group help peo- 
ple develop their product knowledge, their 
sales and service skills, and their management 
knowledge.The end result is that employees 
have a better understanding of Canada Trust's 
vision and values and provide superior service 

to our customers.” 


1994 1993 
3,754 S0s 
ie) 1,050 
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333 232 
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In 1994, CT Financial Services progressed 
toward becoming a North American 
leader in personal banking services. Our 
success can be measured on three major 
fronts: financial growth, operational 
productivity, and marketing and product 
innovations. 


Financial growth 


Net earnings attributed to common shares 
increased 35% to $196 million, and fully 
diluted net earnings per common share 
were $1.64, an increase of 36%.The com- 
pany exceeded its 1994 target of al0% 
return on average common shareholders’ 
equity, fully diluted. 


Deposits grew 5% to $42 billion in 1994, 
with part of the increase attributable 

to rising interest rates, which encouraged 
customer migration from equity-based 
investments to term deposits. A better mea- 
sure of performance is the sum of deposit 
growth and mutual fund growth. Using 
this yardstick, Canada Trust gained market 
share in a slow market environment. 


Consolidated assets under administration, 
measured at book value, were $182 billion 
at year-end, up 14%. Continued growth 
was once again achieved by Everest Mutual 
Funds (assets up 23% to $4.1 billion) 

and by Canada Trust’s pension and institu- 
tional custody group (assets up 19% to 
$114 billion). 


Overall asset quality improved consider- 
ably in 1994, Net non-performing invest- 
ments decreased 52% to $137 million, 
reflecting the sale of $41 million of net non- 
performing loans by First Federal, the 
stronger business activity in North America, 
as well as the company’s more disciplined 
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Years ended December 31 
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approach to problem loans. The ratio of net 
non-performing investments to total 
investments declined from 0.62% in 1993 
to 0.28% at year-end. 


Although both Canadian and U.S. econ- 
omies grew stronger during 1994, interest 
rates experienced an unprecedented 
degree of volatility, particularly in Canada. 
Despite this, we were able to improve 
spread in 1994 from 2.32% to 2.37%. 


Furthermore, North American stock and 
bond markets registered disappointing 
performances in 1994. While our mutual 
fund portfolio grew through substan- 

tial new investments, the average market 
value of our fund units fell 4.74%. Since 
mutual fund fees are based on the market 
value of fund assets, the decline affected 
revenues. 


Enhanced productivity 


The continuing success of CT Financial's re- 
engineering program and focus on cost 
reduction enabled us to improve efficiency 
while handling the increased business 
volumes of 1994. Our efficiency ratio (oper- 
ating expenses relative to operating 
revenues) improved by 1%, meeting the 
1994 objective. 


Expansion of our alternative distribution 
channels added to customer convenience 
while contributing to improved efficiency. 
Canada Trust’s conventional ABMs and 
drive-thrus increased by 34%, and we are 
now the market leader in drive-thru 
banking, with 100 locations. The EasyLine 
telephone banking system registered over 
6.5 million calls in 1994, and a second call 
centre established in New Brunswick this 
year nearly doubled the system's capacity. 


Canada Trust also added 21 full-service 
branches in selected markets. 


This performance was accomplished with 
fewer employees in the retail system. 
Throughout the re-engineering process, 
employees engaged in administrative 
functions have been redeployed to front 
lines. As 0f 1994, nearly 70% of CT Finan- 
cial’s 15,000 staff are in daily, face-to-face 
contact with customers. 


Market innovations 


Canada Trust continues to focus on person- 
al banking to ensure that its services 

and products are competitive in variety, 
sophistication, and quality. The year’s 
initiatives focused on deepening our rela- 
tionships with customers and on creating 
easier access to products and services. 

For example, a1994 acquisition in discount 
brokerage as well as enhanced treasury 
management services are enabling us to 
meet a wider range of our customers’ 
financial needs. Our new AccessCard gives 
customers entry to Canada Trust's un1- 
que 24-hour-a-day,7-day-a-week banking 


system, and over 1.5 million cards were 
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distributed during the year. We launched 


a series of four new credit cards as part 

of our value-added MasterCard series fea- 
turing one of the lowest annual Gold 
Card fees and lowest monthly interest rates 
available in Canada today. And EasyLine 
24-hour telephone banking now offers 
operator service in Mandarin and Canton- 
ese in addition to English and French. 

First Federal broadened its “relationship 
banking’ through FinanciaLink, a pro- 


gram that rewards customers with value- 
added benefits on combined chequing, 
savings, and consumer loan balances. The 
company also offers personal investor 
services through its subsidiary, First Diver- 


sified Financial Services. And Mortgage 


In 1994, Canada Trust inaugurated Sales and 
Service Technology (SST), an ambitious 
project to revamp the hardware and software 
supporting customer service delivery. SST has 
ushered in the era of “paperless banking 
Customers need only give verbal instructions 
to make deposits, withdrawals, and transfers 
By speeding up transactions, SST affords 
customer service officers more time to provide 
consultative services to clients. SST was intro- 
duced last fall in selected branches in Ontario 
and will be rolled out nationally by 1996 


Development of training materials for SST users 
was undertaken completely in-house, by two 
Canada Trust teams. The core of training consists 
of multi-media computer modules that take 
full advantage of the PC’s graphic and sound 
capabilities. Trainees such as Suzanne Roes, 
left, wear headsets and participate in simulated 
transactions “face-to-face” with the customer. 
Individuals work through the modules at theit 
own speed. Because of the individualized 
format, several days of training can now be 


accomplished in one 


best personal financial services available. 
Among financial institutions, we have 
positioned ourselves as a lower risk com- 
pany through our credit policies and 
sophisticated interest rate management. 
Over time, we will pursue an integrated 
strategy for our businesses, exploiting our 
presence on both sides of the Canada- 
U.S. border. 


We believe these strategies will create a 
unique personal financial services company 
with solid growth prospects. By Thinking 
like a customer, we will manage our client 
relationships ever more effectively, 

and we expect to increase our profitability 


and returns to shareholders again in 1995. 


Select USA, an innovative computer service Pe Ce a Ppa i 


package, was introduced to real estate bro- 
kers and builders. This service will strength 
en First Federal’s position as a major 


nationwide mortgage provider. 
Future strategy 
Our strength as a company derives from 


a complement of employees that is sec- 


ond to none and focused on providing the 


W. Edmund Clark 


President and Chief Executive Officer 


Hardee’s Food Systems 


Highlights of operations 


Hardees 


Millions of Canadian dollars, except as noted 1994 1993 

System sales 6,613 6,397 

Revenues 2,609 2025 

Earnings from operations (millions of US dollars)’ 97 67 

Earnings from operations’ 133 86 

Average sales per restaurant (thousands of US dollars) 1,007 ‘ 
94 


Additions to capital assets 


Years ended December 31 
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| 1993 includes a pre-tax charge of $24 million (US $18 million) related to the sale of 84 restaurants in Philadelphia. 


Hardee’s Food Systems is the fourth- 
largest US. quick-service restaurant com- 
pany. Its 4,006 restaurants include 72 in 
the Middle and Far East. Approximately 
73% of the restaurants are operated 

by licensees, and 490 bear the Roy Rogers 
trademark. 


Hardee's sister company, Fast Food Mer- 
chandisers, provides food and supplies 
to system restaurants and to third party 


accounts. 


Barbara Pacifico, Director of Training and 
Development: “Training and development of 


our people is a never-ending process. The more 
‘developed’ employees become, the more their 
feelings of self-worth increase and the more 
valuable they are to the system...Every employee 
of Hardee’s and the franchise community 

is considered a customer. Ultimately, all training 
efforts are strategically linked to Hardee's 
business initiatives to provide these internal 
customers with education and training that 
impact the profitability of Hardee's.” 


Improved results 


Hardee’s improved its performance in a dif- 
ficult environment in 1994. The year began 
slowly, with the harshest winter con- 
ditions in 20 years contributing to lower 
customer counts in several markets. 

This seasonal setback, coupled with fierce 
competition all yearlong, resulted in a 
3.9% sales decline on a comparable restau- 
rant basis. Nevertheless, stronger cus- 
tomer counts were achieved by year-end 
through re-introducing Roy Rogers 
original roast beef sandwiches and insti- 
tuting a more competitive value menu 

at Hardee's. 


Earnings from operations, expressed in 
Canadian dollars, were up 56% in 1994. 
Principal factors contributing to the 
increase were the relative strength of the 
US dollar, lower occupancy costs that 
resulted from the unwinding of a1988 sale 
and leaseback transaction involving 

279 Hardee's restaurants, as well as the loss 
taken in 1993 on the sale of 84 Roy Rogers 
restaurants in Philadelphia. On a fully 
comparable basis, US dollar earnings from 
operations were up 2%. 


Productivity and pleasing customers 


During the past three years, we have low- 
ered the costs of operations substantially. 
A leaner, more flexible system has emerged, 
one better able to respond to market con- 
ditions. And respond we must. Because of 
heavy-discounting, competitive battles 
are raging throughout the industry, and 
we must continually find ways to con- 
vince customers to enjoy a meal with us 
rather than with our competitors. Har- 
dee’s restaurants serve in excess of one bil- 
lion meals and snacks a year, and with 
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this amount of exposure we cannot afford 
to be anything less than outstanding. 


Entering 1994, our strategy was to preserve 
margins and avoid heavy discounting. 
This resulted in a gradual erosion of custo- 
mer visits through the first half of the year. 
To recoup some of the lost transactions, 
Hardee’s began to discount selected items 
in the third quarter while preserving 
margins on the core menu. Value menu 
offerings included Frisco Flips, smaller 
versions of our popular Frisco burgers and 
sandwiches, as well as novel combination 
dinners. Good customer response to the 
value menu and to products offered on a 
limited-time basis helped to moderate 
sales declines by year-end. 


We also took steps to strengthen the Roy 
Rogers trademark. These included new 
menu items and TV advertising employing 
Roy Rogers as a spokesperson. Compara- 
ble restaurant sales recovered, and an 
increase was reported in the fourth quarter. 


Planning to grow 


Hardee’s strengths include a strong brand 
image, good market penetration in our 
geographical areas, and a solid infrastruc- 
ture of people, systems, and knowledge. 
We do the largest breakfast business in the 
industry, built around Hardee's Made- 
from-Scratch biscuit. Our chicken dinner 
business, introduced a few years ago, is 
developing well—indeed, we have become 
the second-largest chicken restaurant 
chain in the world.The ability to. compete 
at all three mealtimes sets us apart from 
competitors. 


Yet we recognize the need to revitalize sales, 
particularly at lunchtime. We also realize 


we cannot be all things to all people. Accord- 
ingly, Hardee’s long-term focus in 1994 was 
on its positioning with consumers. 
Extensive market research was undertak- 
en to understand the needs and attitudes 
of customers. This work identified pre- 
ferred target segments and will move into 
a test phase in1995 at both Hardee's and 
Roy Rogers. The goal is to build our creden- 
tials with customers in the areas of taste, 
choice, and freshness at all three meal- 
times while meeting the competition on 
perceptions of value, cleanliness, service, 
and speed. We are confident that refining 
the Hardee’s and Roy Rogers’ concepts 
will pay off in renewed growth in compa- 
rable store sales, customer counts, and 


earnings from operations. 


Fast Food Merchandisers undertook a sig- 
nificant review of its manufacturing 
operations in 1994. The results have already 
begun to contribute to earnings, with 

the full benefits to be realized in 1995. In 
addition to productivity benefits, the 
review accelerated development of a new 
chicken sandwich that will help the 
restaurant system compete in the value 
segment. 


Industry consolidation 


The intense competitive environment 1s 
also generating opportunities. Some 
smaller, regional chains are struggling, and 


we believe that more consolidation is in 


evitable. This year, Heartland Food Systems, 


owner of Rax restaurants, a well-known 
Ohio roast beef and specialty sandwich 
chain, agreed to convert 52 restaurants to 
the Hardee's trademark. Heartland also 
purchased 6] company-owned restaurants 
from Hardee's and merged with a 104-unit 
licensee, making it Hardee’s third largest 
licensee. As part of the agreement, 100 new 
Hardee's restaurants are slated to open in 


Ohio over the next six years. 
A strong team 


In 1994, our management team gained new 
depth. Donald Doyle joined us as Chief 
Operating Officer of Hardee’s, and we will 
benefit from his broad leadership skills 
acquired from more than 20 years in the 
industry. Roy Rogers also gained a new and 
very capable leader in Al Schnitzlein. As 
Chief Operating Officer, Al is responsible 


for the continued recovery of the division. 


(Is 


Hardee's new recruits master the knowledge 
skills, and abilities they need to join the “crew” 
through a recently re-designed, performance- 
based training system. Topics include customer 
service, safety, and mealtime production tech- 
niques, and all are broken down into required 
core competencies. Teaching methods include 
crew booklets supplemented by videos demon- 
strating key procedures. Pictured at left is a 
taping session for Hardee's popular Made- 
from-Scratch biscuits. Full crew certification 
is gradual and ts generally accomplished 

over a six-month period. Beyond that, Hardee's 
continuing development programs enable 
employees to upgrade their skills and develop 
the required management capabilities to 
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Hardee's prides itself on the company’s state- 


of-the-art training techniques, all of which are 
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Hardee's training and development programs 


With the in-depth knowledge of customers 
we gained in 1994, plus the demonstrated 
commitment and energy of our employees, 
[am confident that Hardee’s will continue 


to gain strength and momentum in 1995, 
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Robert F. Autry 


President and Chief Executive Office 


Shoppers Drug Mart/Pharmaprix 


Highlights of operations 

Millions of dollars, except as noted 
System sales 

Revenues 

Earnings from operations 

Average sales per store 

Average sales per square foot (dollars) 
Number of stores 

Additions to capital assets 


Shoppers Drug Mart/Pharmaprix is 
Canada’s leading drugstore group, with 
689 locations across the country. 


Shoppers Drug Mart/Pharmaprix pharma- 
cists, our “associates,” own and operate 
their stores under licence. The associate 
cept pairs the dynamism of entre- 
reneurs at the store level with the strong 
ipport of regional and corporate teams. 


Ne, 


bbi Reinholdt, Vice-President, Training and 


Development: “Excellence in customer service 

eally begins with training. Our associates 

ind their management teams know that train- 
ing and communication are essential to success. 
They count on us to create unique training pro- 
grams so that every store can be a market 
leader. This means emphasizing applications 
and also tying training to the goals and objec- 
tives of the company. Good training under- 
scores where the company as a whole wants to go.” 


Al. 


1994 1993 
3,230 Spoil 
193 181 
102 100 

5 5 
798 801 
689 690 
54 50 


Profitability amidst challenges 


The operating earnings of Shoppers Drug 
Mart/Pharmaprix increased to $102 mil- 
lion in 1994. Total system sales were $3.2 
billion, up 2%, and, excluding tobacco sales, 
increased 3.4% on a comparable store ba- 
sis. (Tobacco distorts comparisons because 
of the substantial decrease in retail prices 
after the tax rollbacks.) This is satisfactory, 
considering that in 1994 price inflation 
was virtually nil, and the competition was 
unprecedented. 


Pharmacy is the heart of our business. We 
fill 34 million prescriptions annually, 
which translates to a 16% Canadian market 
share. This year we introduced a Health- 
Watch Reminder program to provide instruc- 
tions, special care requirements, and 
information about potential drug interac- 
tions and side effects for every prescription 
we sell. Sales of over-the-counter (OTC) 
medications also increased significantly. 


Life Brand and Rialto, our private labels, en- 
joyed a banner year, with a sales increase 
of approximately 25%. These products offer 
our customers premium quality at lower 
prices, while providing us with higher mar- 
gins than the national brands. Their 
success contributes significantly to overall 
margin stability. We believe we have 

the strongest private label program in the 
North American drugstore industry. 


A formidable retail environment 


Government efforts to reduce health-care 
costs have resulted in the reclassification 
of many prescription drugs to OTC status. 
This renders them non-reimbursable 
under government plans and can discour- 
age their purchase. To ensure that our 
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Years ended December 31 


1992 1991 1990 
3,089 2,934 2,844 
172 162 148 
5) 89 82 

5) 4 4 
806 786 778 
678 671 645 
41 Si 34 


customers’ needs are properly met, our 
associates are taking special care to coun- 
sel patients on their OTC medications. 


The OTC policy changes are not the only 
challenges facing Canadian pharmacies. 
This year the pace of change seemed 
brisker than ever, and competition inten- 
sified. Products once exclusively in the 
domain of drugstores are now on the 
shelves of supermarkets, food-drug com- 
bos, and discount department stores. 
Club-style chain stores actively discount 
health and beauty aids and cosmetics, and 
those with companion pharmacies are 
discounting prescriptions as well. Mail- 
order pharmacies have cropped up, and, 
while these distribution outlets have not 
gained a significant market share, they 
have highlighted the importance of price 
and service in filling prescriptions. 


Our strategy is to emphasize the features 
that make our stores distinct, namely their 
convenient locations and shopping hours 
and our system-wide “legendary service” 
standard. We increased the number of 
extended-hour stores this year. By the end 
of 1994, more than 170 of our 689 loca- 
tions were open until midnight—26 for 24 
hours, generally in areas serving hospitals 
in Canada’s major metropolitan centres. 
In the future, we will be placing even more 
Shoppers Drug Mart/Pharmaprix stores 
in downtown areas, where convenience is 
ata premium. 


Bill 119, a tobacco control law, came into 
force in Ontario on January 1,1995. Among 
other measures, the law prohibits the sale 
of tobacco products in Ontario pharmacies 
and in stores having pharmacy depart- 
ments. This will have a negative impact on 
our 1995 earnings. However, in the longer 


term, we expect some offsetting benefits. 
We will use the freed-up space to market 
other product lines, including photo- 
finishing. Ultimately, we believe that the 
loss of tobacco revenues, combined 

with pressure on prescription prices, will 
result in increased market share for 
Shoppers Drug Mart/Pharmaprix, as we 
are better positioned than some of the 
other chains and independent pharmacies 
to withstand these changes. 


Other new market opportunities beckon. 


A 1995 project will couple in-store promo- 


tions with purchases of professional bas- 


ketball tickets. Additional areas of promise 


are convenience food, which is a draw 

for today’s two-career families, and home 
health care, an emerging business with 
excellent potential. Creative marketing 
along these and other avenues, plus our 
in-depth knowledge of Canadian con- 
sumers and our longstanding relationship 


with them, will keep us a strong contender. 
Reinforcing our competitiveness 


Shoppers Drug Mart/Pharmaprix has 


grown stronger every year. However, we 


not grown complacent.In 1994 we 


have 
launched Vision 97, a three-year program 
to reconfigure the buying, distribution, 
accounting, and regional office activities 
of Shoppers and its associates, with 

the goal of improved efficiency in product 
acquisition and operations. The program 
will ensure that Shoppers /Pharmaprix is 
competitive on both these dimensions, 
and it will enhance our already superior 
capabilities in marketing, merchandising, 


and customer service. 


Through Vision 97, all Shoppers Drug Mart/ 
Pharmaprix supplier negotiations will 

be centralized to better leverage our multi- 
billion dollar buying power. Approxt- 
mately 75% of the products we buy will 
move through three new regional dis- 
tribution centres. And point-of-sale tech- 
nology in every store will generate 
inventory data that will be the heart of the 
system. Other technology components 

of Vision 97 include new computer hard- 
ware, specialized software, and satellite 
communications. All aspects of the program 
will be implemented by 1997. Our goal 

is to effect the transformation while main- 


taining earnings from operations at 1994 
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Vision 97's implementation will demand new 
skills of virtually all Shoppers/Pharmaprix 
personnel, and the roles of associates, store man- 
agers, and store accountants will change drama- 
tically, A system-wide training program is now 
being developed to help each employee grow 


into the Vision 97 environment 


The team behind the training effort combines 
veterans of Shoppers’ operations with training 
professionals. Shown at a planning session at 
Shoppers’ National Koffler Academy in Toronto 
are, from left to right, Gaye Mandel, Linda 
Strizotti, LuAnne Dupon, Harriet Chepesiuk, 
Stella Dizes, Bobbi Reinholdt, and Mike Del 


Grande. (Absent ts Joyana Anisio) 


Training will be delivered via a relay system in 
which district coordinators train management 
teams whose members, in turn, train store per- 
sonnel. In a model inspired by Canada Trust's 
Sales and Service Technology training, a ma- 

jor portion of the learning will be accomplished 
on site through self-paced modules. One-on- 
one coaching by supervisors will emphasize real- 


world applications of training concepts 


levels, after adjusting for the impact 


of removing tobacco from Ontario stores. 


Vision 97 is technology-based, but the pro- 
gram’s ultimate focus is on customers. 

It is they who will benefit from lower sell- 
ing prices and improved service, as rede- 
ployed staff devote more time to meeting 
customer needs. These advantages will 
help Shoppers Drug Mart/Pharmaprix to 
increase its market share and earnings 


in the years ahead. 


Clearly, we do not lack opportunities and 
challenges at Shoppers Drug Mart, 
Pharmaprix. These days, perhaps more 
than ever, the associate concept is our 
best bet for winning. It keeps us close to 
our customers while providing the 
backing of a great national system. Given 
the tremendous competence, energy, 
and determination of the group’s 25,000 


employees, we can only grow stronger. 


acl K Khao 


David R. Bloom 


Chairman and Chief Executive Office: 


Other operations 


Genstar Development Company 
Millions of dollars, except as noted 
Revenues 

Earnings from operations 
Number of single family lots sold 
Land inventory (acres)' 

Land inventory acquired (acres)' 


GENSTAR 
1994 1993 
82 98 
27 33 
1,271 1,705 
21,622 21,160 
1,056 1,090 


1 Includes land held through joint ventures and partnerships. 


Genstar Development Company creates 
master-planned communities from raw 
land in North American markets and sells 
serviced lots and parcels to home build- 
ers. The company aims to be the low-cost 
producer wherever it operates. 


Earnings from operations were down 
slightly in 1994. This was expected and can 
be attributed to a combination of weak- 
ness in some markets and our current em- 
phasis on replenishing land inventories. 
However, the $33 million we have reinvest- 
ed in both Canada and the U.S. over the 
past two years will lead to renewed profit 
growth as projects come on stream in 
1996 and beyond. 


The UCS Group 

Millions of dollars, except as noted 
Revenues 

Earnings (loss) from operations’ 


Average sales per store (thousands of dollars) 


Average sales per square foot (dollars) 
Additions to capital assets 


Our successful Canadian strategy is to work 
in markets where raw land banks were 
established at reasonable prices—in most 
cases, many years ago. The book value 

of these land inventories is conservative, 
since carrying costs are expensed as 
incurred. Consequently, margins tend to 
be attractive once projects come to 
market. 


Genstar is well down the road to imple- 
menting a U.S. expansion strategy to solidi- 
fy long-term earnings prospects. We have 
acquired an interest in 5,697 acres, either 
directly or in partnership, in Minneapolis, 
San Diego, Spokane, and Portland, Oregon. 
In many of these projects, Genstar is 


1994 SRS) 
194 288 
(16) (6) 
587 590 
865 825 

2 4 


1 1994 includes a restructuring charge of $12 million. 


The UCS Group operates 140 CTN (confec- 
tionery, tobacco, and news) stores, 
principally in malls and office complexes, 
and 110 travel-related specialty shops 

in resort areas, hotels, and airports across 
Canada. 


It was a year of major restructuring for 
The UCS Group. By the end of 1994, our net- 
work of 476 stores had been pruned to 
250, and we had narrowed our focus to two 
core businesses: CTN stores and travel- 
related specialty shops. 


Two events made restructuring inevitable. 
First, we lost our tobacco shop conces- 
sions in 152 Canadian Woolco stores as a 
result of Wal-Mart's acquisition of the 


chain early in the year. Closing these oper- 
ations eliminated one-third of our sales 
base and a significant profit centre. Second, 
continuing losses were being accumu- 
lated in a number of stores, notably in the 
former Den for Men division. UCS had 

to rationalize the remaining store network 
and cut management and overhead costs 
nearly in half. 


Our two selected core businesses require 
distinct strategies. The CTN division is 
characterized by high volume and low mar- 
gins, conditions that demand efficient 
operations. Customer convenience and 
speedy service are vital. Several new 
merchandising opportunities are current- 
ly being pursued to build this division. 
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Years ended December 31 


199Z 1991 1990 
96 67 ef) 

34 30 36 
Gods 1,173 1,745 
20,406 19,035 18,802 
1,811 587 174 


leveraging its knowledge and land devel- 
opment skills through joint ventures 

in which partners contribute the land. 
Profits are ultimately shared, with minimum 
up-front investment on our part. 


We have also strengthened our manage- 
ment team with the promotion of Frank 
Thomas to President and Chief Operating 
Officer and the appointments of Brian 
Laidlaw to Executive Vice-President and 
Gary Harrison to Senior Vice-President. 


UZ ae 


Les Cosman 
Chairman and Chief Executive Officer 


Years ended December 31 


1992 1991 1990 
302 305 315 
(4) (2) 9 
588 580 poZ 
821 811 834 
2 5 6 


In the travel-related specialty business, 
UCS is the choice of major Canadian hotel 
chains and the leading player in airports 
from coast to coast. Merchandise in these 
locations commands good margins, and 
the expected increase in tourism and travel 
over the coming years is encouraging. 


Since restructuring in July, operations have 
steadily improved, and a modest operat- 
ing profit was earned in the second half of 
the year. We believe we have established 

a stable base for future growth. | 


David B. Stewart 
President and Chief Executive Officer 


Corporate Governance 


Imasco’s Board of Directors has ultimate 
responsibility for the management of 
Imasco, including the oversight of its opera- 
ting companies (Imperial Tobacco, Hardee's 
Food Systems, Shoppers Drug Mart/ 
Pharmaprix, Genstar Development Com- 
pany, and The UCS Group), its ownership 
interest in CT Financial Services, and 

its investments. 


The Board of Directors discharges its re- 
sponsibilities directly and through its com- 
mittees. At regularly scheduled meetings, 
members of the Board receive and dis- 
cuss reports on the operating companies 
and CT Financial Services as well as on 
Imasco’s overall financial position and its 
investments. Strategic, financial, and 
succession plans are approved. In addition, 
developments and issues of current rel- 
evance are reviewed, and reports of Board 
committees are received and considered. 
Additional meetings are held as required. 
There were seven meetings of the Board 

of Directors in 1994. 


All committees of the Board have a major- 
ity of members who are non-executive 
directors, and in the case of the Human 
Resources Committee and the Nominating 
and Corporate Governance Committee, 
all members are non-executive directors. 
The leaders of Imasco’s principal operat- 
ing companies are members of the Board. 
This enables them to contribute to the 
overall governance of Imasco and provides 
non-executive directors direct and fre- 
quent access to these key people. Such 
access helps the non-executive directors 
assess the calibre of management and 
better understand Imasco’s businesses and 
the issues they face. 


Management of CT Financial Services and 
First Federal Savings and Loan Associa- 
tion of Rochester is the ultimate responsibil- 
ity of their respective boards of directors. 
Three senior executives of Imasco are direc- 
tors of CT Financial Services, and one is 

a director of First Federal. Purdy Crawford, 
Chairman and Chief Executive Officer 

of Imasco, is the non-executive Chairman 
of CT Financial Services. 


Following is a brief description of the man- 
date of each Board committee, its com- 
position, and the number of meetings held 
during the past year. 


Executive Committee 
The Executive Committee may exercise all 
the powers of the Board, with certain 


exceptions prescribed by law. 


The committee met three times in 1994. 


Chair: Purdy Crawford 

Members: Nan-Bowles de Gaspé Beaubien, 
Charles H. Hantho, Brian M. Levitt, 
Russell E. Palmer, Angela C. Peters, 

J. Robert S. Prichard, Bernard A. Roy, 
Ronald D. Southern. 


Human Resources Committee 


The mandate of the Human Resources 
Committee is to: 


@ Cause to be formulated and monitor the 
implementation and effectiveness 
of compensation policies to ensure that 
Imasco and its operating companies 
are able to recruit, retain, and motivate 
performance-oriented executives, 
and that their interests are aligned with 
the interests of Imasco shareholders; 
Oversee succession planning for Imasco 
and its operating companies and make 
recommendations to the Board; 
# Recommend to the Board the appoint- 
ment of the officers of Imasco as well 
as the most senior officer of each opera- 
ting company; 
w Assess at least annually the performance 
of the Chief Executive Officer and 
determine his or her compensation and 
benefits; 
Review annually with the Chief Execu- 
tive Officer the performance of the most 
senior officers of Imasco and the most 
senior officer of each operating company 
and determine their compensation 
and benefits; 
Administer the Stock Option Plan and 
approve stock option grants in accor- 
dance with the terms and conditions of 
the plan. 


i 


L 
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The committee met six times 1n 1994. 


Chair: Russell E. Palmer 

Members: Nan-Bowles de Gaspé Beaubien, 
Charles H. Hantho, Angela C. Peters, 
Ronald D. Southern. 


Audit Committee 


The principal functions of the Audit Com- 
mittee are to: 


m Review annual and interim financial 
statements and all legally required 
public disclosure documents contain- 
ing financial information, before 
they are approved by the Board; 

= Review the nature and scope of the 
annual audit; 

= Evaluate the external auditors’ per- 
formance for the preceding fiscal year, 
review their fees, and make recom- 
mendations to the Board; 

«= Examine the presentation and impact 
of significant risks and key management 
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estimates and judgments that may be 

material to Imasco’s financial reporting; 
# Review the internal auditors’ audit 

plan for the ensuing year, budget, orga- 

nization, activities, and performance; 
Review the adequacy of internal account- 
ing control procedures and systems; 
Review compliance with Imasco’s Code 
of Business Conduct and Conflicts of 
Interest Policy. 


E 


The committee met five times in 1994. 


Chair: Charles H. Hantho 

Members: Jack A.Laughery, 

Jean-Louis Mercier, J. Robert S. Prichard, 
Bernard A. Roy. 


Nominating and Corporate Governance 
Committee 


The mandate of the Nominating and Cor- 
porate Governance Committee is to: 
@ Develop and monitor Imasco’s system of 


corporate governance; 
8 Annually recommend the 
posed for re-election to the Board; 


members prt 


Periodically review and evaluate the p 
formance of all directors and the Bo. 
as a whole; 


Annually review the compensation an 
benefits of the directors in their. 
city as directors and make rec 
tions to the Board; 

Select new candidates for Board mem 
bership and make recommendations 
the Board; 

Annually review the membership < 
chairs of committees of the Board, pe: 
odically review the powers, mandat 
and performance of the committees 
make recommendations to the Board 


OoOmmel 


The committee met three times in 1994 


Chair: Angela C. Peters 
Members: Nan-Bowles de Gaspe Beaubien 
Ronald D. Southern. 


The Board of Directors 


rad, Westmount, Québec. 


irector since 1973. Chairman and Chief 


utive Officer, Imasco Limited. Chair- 
Financial Services Inc. Director of 
yr Inc., Camco Inc., Dominion Textile 
Inc., Inco Limited, Trinova Corporation. 
Chancellor, Mount Allison University. 
Governor, McGill University, Royal Victo- 


ia Hospital Corporation. Advisory Board, 


yxford Frozen Foods Limited. 


J. Robert S. Prichard, oc, Toronto, Ontario. 
Director since 1993. President, University 
of Toronto. Professor, Faculty of Law, Uni- 
versity of Toronto. Director of Association 
of Universities and Colleges of Canada, 
Japan Society, ONEX Corporation, Toronto 
Economic Advisory Committee. Gover- 
nor, University of Toronto, Upper Canada 
College. Trustee, Royal Ontario Museum, 
Toronto Hospital. 


Russell E. Palmer, Bryn Mawr, Pennsylva- 
nia. Director since 1989. Chairman and 
Chief Executive Officer, The Palmer Group. 
Director of Allied-Signal Inc., Bankers 
Trust Company, Bankers Trust New York 
Corporation, Contel Cellular, Inc., Feder- 
al Home Loan Mortgage Corporation, GTE 
Corporation, Safeguard Scientifics, Inc., 
The May Department Stores Company. 
Trustee, University of Pennsylvania. 


Robert F. Autry, Rocky Mount, North 
Carolina. Director since 1991. President and 
Chief Executive Officer, Hardee’s Food 
Systems, Inc. Chief Executive Officer, Fast 
Food Merchandisers, Inc. Director of Boy 
Scouts of America, East Carolina Council, 
Rocky Mount Boys and Girls Club. 
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Bernard A.Roy, oc., Nuns’ Island, Verdun, 
Québec. Director since 1989. Senior Part- 
ner, Ogilvy Renault. Director of Foundation 
of the Board of Trade of Metropolitan 
Montréal, Institut de Design Montréal, 
Intrawest Corporation, Métro-Richelieu Inc., 
Montréal Symphony Orchestra, Trizec 
Corporation. Governor, National Theatre 
School of Canada,The Portage Program 

for Drug Dependencies Inc., Royal Victoria 
Hospital Corporation, Université de Mont- 
réal. Trustee, McCord Museum of Canadian 
History, Stanstead College. 


Ronald D. Southern, cM, M.8E.,, Calgary, 
Alberta. Director since 1993. Chairman and 
Chief Executive Officer, ATCO Ltd., 
Canadian Utilities Limited. Director of 
Canadian Airlines International Ltd., 
Canadian Pacific Limited, Chrysler 
Canada Ltd., Easton United Holdings Ltd., 
Fletcher Challenge Canada Limited, 
Fletcher Challenge Limited (New Zealand), 
Lafarge Corporation, PWA Corporation, 
Royal Insurance Company Limited, Xerox 
Canada Inc. 


Nan-Bowles de Gaspé Beaubien, West- 
mount, Québec. Director since 1987. 
Vice-Chair, Gasbeau Inc. Director of Tele- 
media Corp., Canadian Association of 
Family Enterprises, Montréal Institute for 
Family Enterprises, Terry Fox Humanitar- 
ian Award Committee. Co-Chair, Interna- 
tional Centre for Family Enterprises, Inc. 


Brian M. Levitt, Westmount, Quebec. 
Director since 1989. President and Chief 
Operating Officer, Imasco Limited. Director 
of CT Financial Services Inc., First Federal 
Savings and Loan Association of Rochester, 
Montcrest School, Westbury Canadian 
Life Insurance Company, Canadian Club. 
Advisory Board, Faculty of Management, 
McGill University. 


David R. Bloom, Thornhill, Ontario. 
Director since 1983. Chairman and Chief 
Executive Officer, Shoppers Drug Mart. 
Chairman, Canadian Association of Chain 
Drug Stores. Director of CT Financial 
Services Inc., Mount Sinai Hospital. Advi- 
sory Council, Faculty of Administrative 
Studies, York University, National Associa- 
tion of Chain Drug Stores. 


NOVdA oCOLla 


Angela C. Peters, Halifax, 
Director si 
Canada In« 


Charles H. Hantho, Montréal, Québec 
Director since 1993. Chairman, Dominion ce 1987. Directo1 
Textile Inc., Dofasco Inc. Director of Inco 
real YMCA Foundation, 
ratlon 


Jean-Louis Mercier, Ste-Julie-de-Vercheres 


Quebe Directo SINCE 1979. Vice-Chairman, 
Imasco Limited. President, Imasco Pen- 
sion Fund Society 


Raymond E. Guyatt, c4,Westmount 
Quebec. Director since 1990. Executive Vice- 
and Chief Financial Officer, 

Imasco Limited. Director of CT Financial 


Services Inc. 


President 


Jack A.Laughery, Rocky Mount, North 
Carolina. Director since 1981. Director of 
First Union Corporation, Carolina Tele- 
phone and Telegraph, Papa John’s Interna- 
tional, Inc. Member of the Republican 
National Committee. 


R. Donald Brown, Westmount, Quebec 


Director since 1993. Chairman, President, 


and Chief Executive Officer, Imperial 


Tobacco Limite: 


Imasco in the Community 


“Business success would be hollow without the 
chance to do some good in the communities 
we live in and depend upon.”—CEO Purdy 
Crawford addressing the Canadian Club 
of Montréal, October 1994. 


Imasco has a long tradition of community 
support. Each year, the company engages 
in a corporate donations program targeted 
to selected organizations representing 
social welfare causes and activities. In 1994, 
combined contributions from Imasco and 
its companies to charitable organizations 
in Canada and the United States were over 
$8.9 million. Donations were made 

as follows: 


1994 Donations by lmasco Companies 


Imasco Corporate Donations* a 631,644 
du Maurier Arts Ltd. 348,000 
Canada Trust ee aa 
Hardee's 761,264 
Total $8,905,908 


* Includes Imperial Tobacco, Shoppers Drug Mart/ 


Pharmaprix, Genstar Development, and The 
UCS Group. 
Why do we give? Fundamentally, Imasco 


believes in giving som ething back to so- 


ciety. As a consumer goods and services 
company, we owe our marketplac e suC- 
cess to customers, We feel close ties to these 


customers and, by extension, to their 
communities, Our « companies operate in 
over 3,000 towns and cities across North 
America, and members of the Imasco family 
(200,000 strong) take pride in our collec- 
tive efforts to strengthen these communities 
financial support and voluntar- 
ism. In the end, good corporate citizenship 
is self-interest of the most enlightened kind, 


} rey) y 
througn 


because in supporting our communities, 
lmasco is he ping to create a stronger society 
and, ultimately, a stronger market for our 


POC yds and services. 


There is ample opportunity to exercise our 
will to give. Faced with burdensome 
debt, governments from coast to coast have 
made deep spending cuts. Asa result, 
thousands of worthy social and human- 
service programs across North America 
increasingly depend on private support. 


By donating more than 
1% of pre-tax earnings, 
Imasco qualifies as an 
Imagine Caring Company. 
The purpose of the 
Imagine Campaign is to 
stimulate voluntarism 
as well as donations 
from individuals and 
the corporate sector. 


A Caring Company 


And education, culture, and the arts are 
vital to every civilized society and cannot 
be allowed to languish. 


As substantial as Imasco’s donations budget 
is, the company cannot meet every re- 
quest for funds. Each year our donations 
committee must make difficult choices. 
In making donations, Imasco follows two 
main strategies. First, we give widely to 

a large number of organizations. Priority 
areas are public welfare (primarily United 
Way/Centraide), aid to the disadvantaged, 
public health, education, cultural activities, 
sports and youth recreational organiza- 
tions, and community development and 
the environment. A list of Imasco dona- 
tions is published annually, and copies can 
be obtained by contacting the company. 


Imasco also makes large-scale, strategic 
donations to causes or projects that will 
have major impact or substantial, long-term 
benefits. For example, in early 1995 Imasco 
announced a pledge of $350,000 to fund 
the development of 1,2,3 GO!, a Montréal- 
based program to be implemented under 
the auspices of Centraide. In 1994, du 
Maurier Ltd. donated $400,000 to the Capi- 
tol Theatre in Moncton to restore and 
rebuild this much-loved institution. And 
a $400,000 grant from Imasco on behalf 

of Shoppers Drug Mart will help establish 
the Marvelle Koffler Breast Centre at the 
Mt. Sinai Hospital in Toronto. 


BY, 


Past strategic donations include the Mon- 
tréal Job Creation Initiative from 1986-92 
($7.75 million), renovation of Le Monu- 
ment-National in 1992 ($700,000), and 
establishment of the Paul Paré Chair in 
Management Information Systems at 
McGill University in 1993 ($1.2 million). 
In 1981, Imasco created a scholarship en- 
dowment to help disabled students attend 
university. Its value is now $275,000, 

and 205 scholarships have been awarded 
to 120 students. 


In addition, Imasco contributes to political 
organizations that support the principles 
of democratic government and a strong 
private sector. Donations to federal and 
provincial parties, political foundations, 
and fund-raising events totalled $114,150 
in 1994. The company has never expected, 
sought, nor received any special consid- 
eration for its political contributions. 


Imasco operating companies favour certain 
categories of charitable giving. Priority 
areas for each company, along with high- 
lights of Imasco’s 1994 corporate donations 
program, are presented on the facing page. 


1,2,3 GO! Imasco’s Purdy Crawford (in 
photo at left), flanked by Camil Bouchard 
(left), professor of psychology at l’Univer- 
sité du Québec a Montréal and volunteer 
Chair of 1,2,3 GO!’s implementation com- 
mittee, and Michele Thibodeau-DeGuire 
(right), President and Executive Director 
of Centraide, joins several children who will 
benefit from the Montréal neighbour- 
hood initiative. Community resources in 
neighbourhoods served by Centraide will 
be mobilized to help children under the age 
of three have the best start possible in life. 


Through du Maurier Arts Ltd., lmperial 
Tobacco has an unmatched commitment 


to funding arts and culture across Canada. 
Since its inception in 1971, the foundation 
has distributed over $37 million in grants 
and promotional support.In 1994, grants 
went to 132 groups in every province 
and one territory. Recipients included the 
Winnipeg Symphony Orchestra, pictured 
above with soloist Neal Gripp presenting 
the world premiere of Glenn Buhr’s Viola 
Concerto at the 1994 du Maurier Arts Ltd. 
New Music Festival. 


Player’s Ltd.and du Maurier Ltd., again 
brought world-class tennis, golf, motor- 


racing, and equestrian events to Canadians. 
Pictured below, at left, is Jacques Ville- 
neuve after his first victory in the Indy Cat 
Championship at Elkhart Lake, Wisconsin. 
He finished second at the Indy 500, was 
designated “Rookie of the Year” 
ished sixth overall. 
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CT Financial Services continued its sup- 
port of local environmental initiatives 

through the Friends of the Environment Foun 
dation.This ' i 
founded in 1990 by Canada Trust, and i 
1994 it received an “Achi 


non-profit organization w 


\chie . smt Axx j/ 
ACHIEVEMent AWara 


from Environment Canada as wel 
The Financial Post’s prestigious “G1 


Marketing Award.” Pictured below is 
Dr. Roberta Bondar (left), the Foundatio 
Chair, helping members of the Envi 
ronmental Youth Alliance spread co1 
posted soil in Cottonwoods Communit} 
Garden, a reclaimed Vancouver dump site 


First Federal’s community efforts in 1994 
focused on underwriting “First Place,’ an 
award-winning, $5 million affordable 
housing project in Rochester's core that 
has enabled low-income individuals and 
families to own their own homes. 


Shoppers Drug Mart/Pharmaprix is deep- 
ly involved in health-care projects and 

in 1994 joined with the Canadian Breast 
Cancer Foundation to launch a national 
breast cancer awareness and education 
campaign. In addition, a five-year, 
$200,000 grant to the University of Calgary 
created the Shoppers Drug Mart Multi- 
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Imasco Limited 
Management's Discussion and Analysis 


The following comments and analyses, appearing on pages 25 to 34, 
39, 41 and 43, are intended to be read in conjunction with the consoli- 
dated financial statements of the Corporation. 


Results of operations 
Imperial Tobacco 


On February 8, 1994, the federal and Québec governments announced 
a series of corrective measures to reduce an alarming tobacco 
smuggling problem that existed in various parts of Canada. High tobac- 
co taxation was the cause of the problem, and central to the corrective 
measures was a significant tax rollback. Subsequently, the govern- 
ments of New Brunswick, Ontario, Nova Scotia, and Prince Edward 
Island also implemented tax reductions. The deepest provincial 
cuts came from Québec and Ontario, which represent approximately 
65% of the Canadian market. In these two provinces, the retail 
price of a carton of cigarettes dropped by approximately 50%. Overa 
period of several years, taxation of tobacco products had grown 
significantly. As a result of increased retail prices, many Canadian 
tobacco consumers turned from the domestic, duty-paid market 

for manufactured cigarettes and roll-your-own tobacco to smuggled 
products. The tax rollback reversed this trend. The return to an 
orderly domestic distribution system favoured Imperial Tobacco, as 
its market share has historically been strongest in the domestic 
manufactured cigarette segment. Net revenues and earnings from 
operations improved considerably as a result. 


The return of sales to the domestic segment from the export and duty- 
free segment following the tax rollback ts illustrated in the following 
table of estimates for the Canadian industry's total shipments. 


1994 1993 1992 
Domestic: Billlons of cigarettes or approx. equivalents 
Cigarettes 45.7 30.2 35.1 
Roll-your-own Onl 5.0 (S.6 
Export and duty-free: 
Cigarettes 18 14.4 8.1 
Roll-your-own 0.6 2.8 2.3 
Total’ 53.3 52.4 51.8 


1 Based upon Statistics Canada figures, adjusted to exclude non- 
Canadian brands manufactured by a competitor for foreign con- 
sumption, and Imperial Tobacco estimates. Amounts reported exclude 
(primarily in1993 and1992) foreign-manufactured products avail- 
able in Canada and consumer purchases of raw leaf tobacco. 


Prior to the tax rollback, foreign-manufactured products were entering 
Canada illicitly, and consumers were purchasing raw leaf tobacco 

to make their own cigarettes. Adjusting for these factors, Imperial 
Tobacco estimates 1994 total industry volume to be essentially un- 
changed from 1993. Shipments are sales to wholesalers and can vary 
with production and inventory levels. They do not reflect preva- 
lence or consumption levels. Over the last three years, Canadian con- 
sumption has been difficult to measure accurately due to substantial 
quantities of tobacco distributed through illicit channels. In an 
effort to measure changes in smoking patterns, Health Canada and 
Statistics Canada have recently collaborated to conduct quarterly 
surveys on smoking in Canada. In the first survey, conducted in April 
and May 1994, it was reported that among persons aged 15 and . 
over, 31% smoke cigarettes. Further, the report indicated that this Is 
the same proportion as estimated in 1991 by Statistics Canada's 
general social survey. In the second and most recent survey, conducted 
in August and September 1994, it was reported that 30% of individ- 
uals aged 15 and over smoke. 


Imperial Tobacco's net revenues increased 16% to $1.3 billion in1994, 
primarily due to increased sales volumes. Total shipments of ciga- 
rettes and roll-your-own products increased 13% during 1994, principally 
as aresult of a market share gain of 6.1 share points. Manufac- 
turers’ prices to the wholesale trade for cigarettes were last increased 
in July 1993, by 73%. The timing of this increase partially explains 

the improved net revenues, since sales were recorded at the higher 
prices throughout 1994, and only during 6 months of 1993. Imperial 
Tobacco's shipments and estimated share of market were as follows: 


1994 996 1992 
Domestic: Billions of cigarettes or approx. equivalents 
Cigarettes 23 DOS DB 
Roll-your-own iS 2.0 DES 
Export and duty-free: 
Cigarettes 0.9 6.2 BES) 
Roll-your-own 0.1 0.4 0.3 
Total S277 28.9 28.3 
Market share (%)' OS 55.2 54.7 


1 Based upon Statistics Canada figures, adjusted to exclude non- 
Canadian brands manufactured by a competitor for foreign con- 
sumption, and Imperial Tobacco estimates. Amounts reported exclude 
(primarily in1993 and1992) foreign-manufactured products avail- 
able in Canada and consumer purchases of raw leaf tobacco. 


The increase in Imperial Tobacco's overall market share following the 
tobacco tax rollback can be attributed to the strengths of its major 
Canadian trademarks, Player's and du Maurier, and to the effectiveness 
of its sales force in the domestic market. It also demonstrates the 
degree to which the company’s sales were impacted by its voluntary 
decision to restrict export and duty-free shipments from April 1992 
until March 1993, in support of the federal government's program to 
reduce smuggling. During this period other manufacturers filled 
the void, but after resuming export and duty-free shipments, Imperial 
Tobacco gradually recaptured market share in this segment, though 
not to normal domestic market share levels. 


Earnings from operations increased 28% in 1994 to $592 million and 
represented 44.4% of net revenues compared with 40.2% in 1993. 
The increase is principally due to higher net revenues, but also reflects 
gross margin improvement due to a shift of volume from roll-your- 
own products to higher margin manufactured cigarettes, and cost man- 
agement improvements. In conjunction with the tobacco tax 
rollback, the federal and Québec governments imposed a three-year 
surtax on profits of tobacco manufacturers, the proceeds of which, 

in the case of the federal government, are intended to be used for anti- 
tobacco activities. If the $39 million provided by Imperial Tobacco 
for tobacco surtaxes during 1994 were to be considered an operating 
cost and deducted from earnings from operations, Imperial 
Tobacco's 1994 earnings from operations and percentage increase 
from 1993 would be as follows: 


1994 1993 % change 
Millions of dollars 
Earnings from operations — 
as reported 592 462 28 
less: Provision for tobacco 
surtaxes 39 = = 
Earnings from operations— 
adjusted for tobacco surtaxes DOS 462 20 


The main challenge for Imperial Tobacco is the long-term decline in 
consumption of tobacco products in Canada, principally due to 
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demographics, consumers’ health concerns, and changing attitudes 
toward smoking. Allowing for variations from year to year, this long- 
term trend is expected to continue. In addition, government taxation 
and regulation of tobacco products continue to be major issues 
faced by all Canadian tobacco manufacturers. 


Together with the rollback of tobacco taxes and the three-year surtax 
on profits of tobacco manufacturers, the federal government 
initiatives announced on February 8,1994 also included the introduc- 
tion of an $8 per carton of cigarettes excise tax on export sales 

in excess of three percent of the prior year’s production (excluding 
sales to Canadian duty-free stores and tax-paid foreign markets, 

and export sales of brands not available in the Canadian market). Also 
included were legislation and regulations that raise the minimum 
age for the legal purchase of tobacco from 16 to 18, restrict the loca- 
tion of tobacco vending machines, regulate the minimum number 
of cigarettes per package, and require a marking on each cigarette 
sold in the domestic market. In anticipation of the passage of the 
law, Canadian tobacco manufacturers discontinued the manufacture 
> packages containing fewer than 20 cigarettes in 


of cigarette 
March 1994. 


The Canadian tobacco industry is awaiting a decision by the Supreme 
Court of Canada regarding the challenge by Imperial Tobacco 
and RJR-Macdonald of the validity of the Tobacco Products Control 
Act (TPCA).The TPCA is a federal statute that bans all forms of 
tobacco trademark advertising and promotion in Canada. However, 
full corporate names can still be used in public representations 
that promote cultural and sporting events or that acknowledge the 
ancial or other contributions made by the companies toward 
uch an activity or event. Since the TPCA does not preclude spill-over 
ivertising of foreign tobacco products, over time this restriction 
ould be detrimental to the position of Canadian brands. The TPCA 
also governs the labelling and monitoring of tobacco products. 
\rguments were presented to the Supreme Court during the fourth 
iecrinale de and the final judgment is expected during 1995. 


mnan 


in April 1994, the federal government mandated the Standing Com- 
mittee on Health to examine the legal implications and effec- 
tiveness of plain packaging of tobacco products in reducing both 
tobacco consumption and smuggling. In its June 1994 report, 

the committee asserted that plain packaging could be a reasonable 
step in the overall strategy to reduce tobacco consumption. 

The principal recommendations were that the federal government 
establish the legislative framework required to proceed with 

plain packaging, and that legislation be introduced if the results of a 
Health Canada study demonstrate that plain packaging will re- 
duce consumption. The government of Canada issued its response 
to the committee's report in November 1994. While agreeing in 
principle with the recommendations, the Minister of Health deferred 
proceeding with legislation pending further study of the issue and 
the Supreme Court of Canada’s ruling on the TPCA’s validity. 


it is difficult at this time to accurately predict what the implications 
of plain packaging would be for the industry. Imperial Tobacco 
believes that the implementation of plain packaging legislation would 
be another misguided effort to reduce tobacco consumption, 
and the government admits to the current lack of credible evidence 
to support this proposition. Rather, the plain packaging of Canadian 
cigarettes would facilitate their counterfeiting and perhaps render 
illegally imported cigarettes more appealing to the consumer, there- 
by re-igniting the contraband market. This could significantly 
affect economic activity in tobacco-related industries and result in 
job losses for tobacco growers, the tobacco manufacturing indus- 
try, the printing and packaging industries, distributers, and retailers. 
Furthermore, several briefs before the committee by international 
organizations have advised the government that the implementation 


of true plain packaging legislation would constitute an unfair expro- 
priation of trademarks without compensation, which would 
violate international conventions and trade treaties to which Canada 
is a party. 


Other restrictive measures were enacted in 1994 at both the federal 
and provincial levels. ln September 1994, the Canadian tobacco 
manufacturers incurred considerable expense to implement federal 
government regulations which required that stronger and more 
prominent health warnings be printed in black and white on the prin- 
cipal display panels of cigarette packages. During 1994, Nova 
Scotia, New Brunswick, Newfoundland, Ontario, and British Columbia 
amended existing legislation or adopted new legislation imposing 
restrictive measures covering the packaging, sale, distribution, and 
consumption of tobacco products. In Ontario, new legislation to 
prohibit the sale of tobacco products in drugstores and enable the 
provincial government to impose unique warnings on tobacco 
products sold in the province took effect January 1,1995. Further, 
numerous provinces have required tobacco manufacturers to 
create unique markings identifying tobacco products for sale in their 
jurisdictions. While the industry has been able to negotiate rea- 
sonable timetables for implementing these changes, doing so will add 
to the cost and complexity of operations. An increasing number of 
municipal governments and private enterprises have also introduced 
restrictions on smoking, and anti-tobacco lobby groups continue 

to pressure governments at all levels to adopt more stringent regula- 
tions against smoking. 


On January 13,1995, a Statement of Claim in the name of three individ- 
uals was filed in the Ontario Court of Justice against Imperial 
Tobacco Limited and the two other major Canadian tobacco companies. 
The plaintiffs are seeking, among other things, to have the suit 
certified as a class action and to be awarded damages for losses said 
to be consequential to their alleged addiction to tobacco. Refer 

to Note 30 on page 52 for further details on the lawsuit. Imperial 
Tobacco will vigorously defend its position, and, although the law- 
suit is at a very early stage and it is difficult to predict the outcome 
of lawsuits, the Corporation believes that Imperial Tobacco has a 
number of valid defenses. 


The demise of the contraband market in1994 yielded positive results 
for Imperial Tobacco. However, the gains realized in 1994 reflect 

a one-time readjustment of the marketplace. The positive impact of 
the February 1994 tobacco tax rollback should also affect compar- 
ative results for the first quarter of 1995. The outlook for the balance 
of 1995 is a return to the company’s historical growth trends in 
earnings, assuming no further negative government initiatives. Imperial 
Tobacco plans to continue employing its strong Canadian trade- 
marks and expertise to generate market share growth. Productivity 
initiatives will also continue. During 1994, the company completed 

a comprehensive activity-based management study, and benefits are 
expected to be realized commencing in 1995. By the end of 1995, 
Imperial Tobacco expects to substantially complete a significant infor- 
mation technology project initiated in 1994 to replace the majority 

of its application systems with a totally integrated suite of applications. 
The project entails a major restructuring of Imperial Tobacco’'s 
business processes and should permit flexibility and quicker response 
in addressing consumer needs and strategic business issues. The 
company will also invest approximately $118 million over a three- to five- 
year period in its manufacturing facilities to achieve higher produc- 
tivity, better cost management, and greater flexibility in responding to 
market needs. The most significant benefits are expected to be 
realized commencing in 1996. 


In the past, Imperial Tobacco has been able to mitigate the challenges 


faced by the industry through increased market share, price 
adjustments, and productivity improvements. Imperial Tobacco’s 
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objective is to continue to grow earnings and cash flow through fur- 
ther advances in these areas and, over time, to develop non- 
Canadian sales. 


CT Financial Services 


Net earnings attributed to common shareholders for 1994 increased 
35% over 1993. This recovery was attributable to increased net 
investment income and fee income, expense control, and lower pro- 
vision for investment losses. Previous years’ net earnings were ad- 
versely affected by high levels of non-performing investments and the 
resultant requirement for provision for investment losses. First 
Federal’s contribution to net earnings in 1994 amounted to $47 million 
compared with $38 million in 1993. Fully diluted net earnings per 
common share increased 36% in 1994 to $1.64 from $1.21 in1993. 
Return on fully diluted common shareholders’ equity was 10.1% for 
1994 compared with 7.9% in 1993, while net earnings as a percentage 
of average assets was 0.47% compared with 0.36% in 1993. 


The principal business segments of CT Financial Services are financial 
intermediary services, asset management or fiduciary services, 

and real estate property investment. The majority of earnings is derived 
from financial intermediary services provided by Canada Trust 

in Canada and by First Federal in the United States. Revenues of CT 
Financial Services, as reported by Imasco Limited, were as follows: 


1994 1993 1992 

Millions of dollars 

Gross investment income 6320 Sted 3,620 
Fees Ay, 355 Sc5 
Other income (3) 2a, 44 
6) ss 67/06 3,999 


Net investment income, the difference between revenue earned on 
investments and interest expense on deposits and borrowings, 
rose 6% during 1994 to $1.1 billion. Net investment income can be 
adjusted to a taxable equivalent basis to reflect the differing tax 
treatments accorded income derived from various types of invest- 
ments. Management believes this provides a more meaningful 
comparison. On a taxable equivalent basis, net investment income 
was $1.2 billion in1994, unchanged from 1993. Net interest rate 
differential or spread, the difference between investment income 
earned as a percentage of averaged investments and interest 
expense as a percentage of averaged interest-bearing liabilities 
adjusted to a taxable equivalent basis, was 2.37% in 1994 com- 
pared with 2.32% in 1993. The components of net investment income 
and the net interest rate differential in1994 are detailed in the 
following table: 


Average Income/ Average 

balance expense rate 

Millions of dollars 

Investments 45,849 S42 744% 
Deposits and borrowings 43,511 2,205 5.07% 
207 DB Ge 


The change in net investment income from 1993 caused by variations 
in volume and rate is detailed as follows: 


Volume Rate Net 

Millions of dollars 

Investments 100 (109) (9) 
Deposits and borrowings 63 (129) (66) 
ay 20 5/7 


At Canada Trust, spread increased during 1994 despite competitive 
pricing pressures and balance sheet mix changes. Canada Trust's 
1994 net interest rate differential was 2.34% compared to 2.27% the 
previous year. During the first half of the year, the differential rose 
due to a favourable interest rate environment. Rising interest rates 
caused a shift in customer preference to long-term deposits in 

the second half of the year which contributed to a decline in the dif- 
ferential. The differential earned in the first half of the year offset 

the decline in the second half and resulted in the full-year differential 
increasing over the previous year. First Federal's 1994 net interest 
rate differential was 2.53% compared with 2.55% last year. The spread 
was lower, primarily due to lower rates earned on adjustable-rate 
mortgages. First Federal originates both fixed and adjustable-rate 
mortgages and sells fixed-rate mortgages after origination. 


Personal lending operations are funded primarily with retail customer 
deposits. Total deposit growth was $2.1 billion or 5% in1994 com- 
pared with $1.2 billion or 3% in1993. Low interest rates throughout 
1993 caused consumers to shift funds on deposit to higher yielding 
investments such as mutual funds. During 1994, rising interest 
rates resulted in a migration back to term deposits with the portfolio 
increasing 12% by year-end. Demand deposits declined as rates of 
return for consumers on demand balances remained low throughout 


“ First Federal 
{i Canadian operations 


Deposits 


($ billions) 


90 91 92 93 94 


1994. RSPs and RIFs grew by 2% in 1994, compared with 3% in 1993. 
At December 31,1994, virtually all of Canada Trust's deposits were 
from Canadian retail customers. The other principal liabilities were 
Canadian dollar Eurodebentures, domestically issued convertible de- 
bentures, term deposit receipts, Receiver General of Canada balan- 
ces, and clearing balances. Canada Trust's deposits were $36.8 billion 
at December 31,1994 with an average cost of funds of 5.08%. In 
August 1994, Canada Trustco Mortgage Company (Canada Trustco) 
issued $150 million subordinated capital debentures. These deben- 
tures are considered capital for purposes of federal capital adequacy 
reporting. At December 31,1994, virtually all of First Federal’s de- 
posits were from US. retail customers. As well, First Federal borrows 
from the Federal Home Loan Bank (FHLB) at a cost of funds typi- 
cally lower than treasury rates. Deposits of First Federal were $5.7 bil- 
lion at year-end with an average cost of funds of 3.30%. First 
Federal’s average cost of total funds, including FHLB, was 3.83%. 


Cash, short-term notes, and short-term government bonds are used 
to meet liquidity requirements. During 1994, cash and short-term 
notes increased by $473 million, and short-term government bonds 
decreased by $189 million. Short-term government bonds repre- 
sented 30% of securities at year-end. Securities, other than short-term 
government bonds, substantially consist of high quality shares, 
long-term government bonds, and mortgage-backed securities (MBS). 
Long-term securities are intended to be held to maturity. The aver- 
age return on the securities portfolio for 1994 was 6.86%. First Federal 
holds a large portfolio of MBS consisting of securities backed by 
mortgages guaranteed by US. federal government agencies. 
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These securities are highly liquid in the U.S. secondary market and 
are considered low risk. Investment in securities was $1.6 billion at 
December 31,1994. 


Residential mortgages represented 53% of total investments at 
December 31,1994. Growth in residential mortgages was 10% during 
1994 compared with 6% in 1993. Residential mortgages generally 
earn a lower rate of return than commercial mortgages, but have 
a lower credit risk profile. Actual losses on residential mortgages 

as a percent of portfolio on average for the last five years was 0.11%, 
significantly lower than average losses on all other loan portfolios. 


The average return on residential mortgages during 1994 was 7.73%. 


Commercial mortgages declined 11% during 1994, as lending 
activities were refocused on the residential segment of the mortgage 
market. During the year, underwriting for all Canada Trust commer- 
cial mortgages was centralized in order to apply uniform credit rating 
review and granting procedures. First Federal’s mortgage portfolio 

at December 31,1994 was $6.5 billion. Mortgage originations were 
consistent with 1993 volumes at $2.8 billion, comprised of 79% 
adjustable-rate residential mortgages and 21% fixed-rate residential 
mortgages. During 1994, $0.8 billion of fixed-rate mortgages 

were sold in the secondary market on a servicing retained basis. 
Fees earned on these mortgages are included in service fees. 


A\| other loans and leases grew 9% over 1993. Personal loans, includ- 
ing PowerLine, grew 16% to $6.2 billion at year-end. Credit card 
receivables grew $161 million during the year, with significant growth 
1 the number of Gold MasterCards and Gold Plus MasterCards 
Stringent credit scoring standards reduce the risk on credit 
selvables. 
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Corporate loans and leases represented 4% of total loans at year-end. 
Canada Trust participates in loans and originates loans to corpo- 
rations and crown corporations that are rated A or better, based on 
the definitions and criteria for rating used by an “Approved Rating 
Organization’ as defined by National Policy Statement 47. 


Heal estate investments held by Truscan are intended as long-term 
investments. Total revenue from investment properties was 

$124 million in1994.The vacancy rate at year-end was 10.1%, up from 
9.8% at year-end 1993. 


Provision for investment losses is the amount charged to earnings 
to increase the allowance for investment losses to required levels. 

in 1994, the provision for investment losses was $140 million, down 
from $205 million in1993.The apportionment of the provision for 
investment losses among investment categories was as follows: 


1994 1993 1992 
Millions of dollars 
Loans 

Mortgages—residential 22 38 34 
Mortgages—commercial 37 66 2g 
Corporate 65 2 WZ 
Credit card receivables 8 - 16 
Other 5 16 9 
Securities 5 66 18 

Real estate acquired in 
settlement of loans (2) i. 8 
140 205 236 


The provision for investment losses in Canadian operations was 
$115 million in1994, compared with $170 million in 1993, while First 
Federal’s provision for investment losses was $25 million in 1994 
compared with $35 million in1993., 


Specific allowances for investment losses are taken on an investment- 
by-investment basis, where practicable. A general allowance for 
each category of investment is maintained based on historical loss 
experience for that portfolio. In addition, economic conditions 

and other factors are considered in calculating general allowances. 
Criteria for calculating the allowance for investment losses are 
set out on page 37, and the apportionment of the allowance among 
investment categories and between specific and general is con- 
tained in Note 6 on page 45. 


The allowance was charged with investment losses and write-offs of 
$143 million in1994, consisting primarily of commercial mortgages, 
corporate loans, and preference shares, and credited with recoveries 
of $19 million. This compares to a charge to the allowance of 

$246 million in1993, primarily for commercial mortgages and prefer- 
ence shares, and recoveries of $47 million. 


At December 31,1994, the allowance for investment losses represent- 
ed 73% of outstanding non-performing investments, up from 55% 
at December 31,1993. First Federal’s allowance for investment losses 
was $55 million at year-end. Its general allowance was $38 million 

at December 31,1994, compared with $46 million in 1993, while the 
specific allowance was $17 million, down from $24 million one year 
earlier. Certain statistical information with respect to the allowance 
for investment losses Is set forth in the following table: 


1994 1993 1992 
Allowance for investment 
losses (in millions of dollars) SZ 350 342 
Asa %ofinvestmentlosses 300% 176% 349% 
As a % of non-performing 
investments 73% 55% 37% 
As a % of total investments 0.77% 0.77% 0.78% 


Total non-performing investments were $509 million at December 31, 
1994, a decrease of 20% from December 31,1993, and are detailed 

in Note 5 on page 45. Carrying values of investments classified as non- 
performing are reduced by an allowance for investment losses 
upon determination that such values exceed the estimated net real- 
izable value of these investments. A description of circumstances 
that lead to an investment being declared non-performing is detailed 
on page 37. In both Canada and the United States, stronger 
business and consumer activity translated into a sharp decline in the 
level of non-performing investments. As well, First Federal sold 

$41 million of net non-performing investments in 1994. Non-perform- 
ing investments, net of the allowance for investment losses, 
represented 0.28% of total investments and 6% of consolidated 
shareholders’ equity of CT Financial Services at year-end, compared 
with 0.62% and 13%, respectively, at December 31,1993. On average, 
net non-performing investments of the six largest Schedule I banks 
Net non-performing investments as 

a percentage of total investments 

(%) 


90 91 92 93 94 
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as a percent of total investments for 1994 was 1.22%. Canada Trust's 
non-performing investments were $450 million at December 31, 
1994, an 11% decrease from 1993, while net non-performing invest- 
ments were $133 million and represented 0.34% of total invest- 
ments. First Federal’s non-performing investments totalled $59 mil- 
lion at December 31,1994, down from $130 million at 1993. Net 
non-performing investments were $4 million at December 31,1994. 


Personal trust fees are earned by providing investment management 
and planning services to individuals and trustees. As well, fees are 
earned for advisory services such as will and estate planning, income 
tax, and administration of self-directed RSPs. Mutual fund fees 

are earned as a percent of funds under administration. Mutual fund 
fees earned in1994 were 97% higher than fees earned in 1993. 
During 1993, the amount of money invested in mutual funds in Can- 
ada grew rapidly, with Canada Trust's share of that market reaching 
3% by December 31,1993. Canada Trust’s share remained at 3% 
throughout 1994. Demand for funds was high in the first few months 
of 1994, with fund balances growing 38% in the first quarter of the 
Assets under © Trust & other assets 

administration ™ Corporate assets 


($ billions) ae 
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year. Rising interest rates caused market values of mutual funds 

to decline, which resulted in investors moving out of mutual funds 
for the balance of the year. As a result, fund assets under admin- 
istration grew 23% during 1994. During 1994, pension assets under 
administration grew 19%, compared with a 27% increase during 
1993, and pension trust fees grew 20% and 5%, respectively. Service 
fees, which are earned primarily from financial intermediary 
services, increased 18% during 1994 to $250 million. 


CT Financial's share of the earnings of CB Commercial Real Estate 
Group Canada Inc. and Coldwell Banker, as well as net gains and 
losses on sales of securities, are included in other income. During 
1994, the value of specific real estate investments was written 
down by $10 million, where market value was assessed at lower 
than book value. This write-down, together with net securities 
losses realized in1994, contributed to the decrease in other income 
during the year. 


Operating expenses during 1994 increased 8% or $81 million over 
1993.The largest component of operating expenses is salaries and 
benefits. The number of full-time equivalent employees at Decem- 
ber 31,1994 was 5% lower than at 1993. Salaries and benefits _ 
expense included severance payments of $14 million and $3 million 
paid to eliminate the executive stock option plan. This plan has been 
replaced with a long-term incentive plan based on return on com- 
mon shareholders’ equity. Operating expenses included $10 million 
in expenses for Meridian Securities International Limited, which 
was acquired in January 1994. Deposit insurance increased 39% over 
1993. Occupancy cost rose 2%, reflecting 20 net new financial 


services branches and 218 new ABMs in Canada and the United States, 


including 50 drive-thrus in Canada. 


Pre-tax earnings in1994 were $333 million compared with $232 mil- 
lion in1993, an increase of 44%. This amount represents the 
earnings from operations of CT Financial Services reported by Imasco. 
CT Financial's statutory income tax rate for 1994 was 44.3%. The 
Statutory rate is reduced by income from certain investments that is 
not taxed, such as income from shares of Canadian corporations and 
income debentures, and by income earned in foreign jurisdictions 

to which lower tax rates apply. CT Financial's effective income tax rate 
for the year was 30.3%, compared with 24.1% in 1993. 


CT Financial's philosophy is to identify and avoid or minimize risks that 
could have a negative impact on assets and net earnings. 


Interest rate risk is the risk that interest rate changes might adversely 
affect current and future earnings. A movement in interest rates 
affects net investment income when the change in cost of funds 
does not coincide with the change in the yield on investments. As 
well, changes in interest rates can cause a movement in funds and/or 
assets to different terms. If volume shifts of funds and assets 

do not coincide, future earnings and cash flows can be affected. Inter- 
est rate risk is monitored primarily through reporting structures 
that categorize all investments, interest-bearing liabilities, capital, and 
relevant cash flows associated with these instruments by the dates 

at which interest rates reset. The difference between the values of in- 
vestments and interest-bearing liabilities and capital resetting in 
any one period !s called a mismatch. The cumulative mismatch is the 
sum of all mismatch amounts. The cumulative mismatch for all 
periods less than one year, a standard measure of interest rate risk 
management, was $(1,371) million for CT Financial Services. 


Interest rate risk is managed by treasury operations that are admin- 
istered independently by Canada Trust and First Federal. To limit 
interest rate risk, Canada Trust manages its assets and liabilities to 
ensure that random fluctuations in interest rates do not adverse- 

ly affect net investment income. Exposures are actively managed 
through retail product strategies, the use of derivative financial 
instruments, investment strategies, and other capital market alterna- 
tives. Some products are specifically hedged, when appropriate. 
Canada Trust identifies, monitors, and analyzes interest rate sensitiv- 
ity through duration analysis, analysis of float rate and short-term 
asset and liability price exposures, comprehensive cash flow match- 
ing, and monitoring of exposures across the yield curve. Simu- 
lation modelling is used to measure the volatility of net investment 
income to yield curve exposures over a range of interest rate envi- 
ronments. The corporate investment policy committee sets policy, 
monitors overall performance, and approves interest rate risk 
management objectives. 


First Federal uses income simulation and market value of portfolio 
equity calculations to assess interest rate risk. First Federal’s 
strategy is to maintain risk within acceptable levels while providing 
opportunity to take limited advantage of market conditions. First 
Federal manages net investment income while keeping risk within 
strict guidelines. Long-term focus on interest rate risk manage- 
ment has the objective of lowering volatility in net interest income. 


Liquidity risk is the possibility of not being able to meet depositors’ 
demands for funds or borrowers’ requirements for credit advances. 
It is controlled by maintaining readily cashable securities and 

by managing the maturity structure of loans and deposits to ensure 
adequate cash flow. Monitoring and reporting systems ensure 
that appropriate action is taken when declines in liquid assets occur. 
Liquidity is managed separately by Canada Trust and First Federal. 
Both operating entities have a policy to maintain a specified amount 
of liquid assets above minimum amounts required by statute. 
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Management of CT Financial Services expects earnings In IPSGiw 
provide sufficient cash flow to fund capital expenditures, payment 
of amounts due on notes, mortgages and debentures, and payment 
of dividends. There are no anticipated or known restrictions on CT 
Financial Services’ ability to declare or pay dividends in the future. 


Credit risk is the risk of not receiving full payment of principal when 
an investment is due, as well as the risk of not receiving the full 
amount of income expected throughout an investment's term. This 
risk is controlled through strict lending and investment criteria, as 
well as limits on exposure to individual borrowers. Credit committees 
review commitments, and the Board of Directors of CT Financial 
Services reviews and approves all major investments. Management 
provides what it considers adequate allowances against all 
known potential credit risks, and these allowances are reviewed qual- 
terly by the Audit Committee of CT Financial Services’ Board of 
Directors. Credit risk is also managed through diversification, which 
is achieved by investing in a variety of assets and a variety of geo- 
graphic regions. Diversification is also achieved by enlarging the num- 
ber of borrowers, limiting the amount loaned to any one borrower 

or related group, lending against various types of security, and lending 
in a variety of industrial sectors. 


Foreian exchange risk occurs when changes in revenues and expen- 
ses or assets and liabilities in currencies other than Canadian 
dollars are not matched. Foreign exchange risk is managed through 
daily matching of currency positions. 


\r 


Derivative financial instruments are used to manage overall interest 
ate and foreign exchange risk. They are also used to manage risks 
associated with innovative products issued with embedded features 

such as early redemptions and interest rate options. CT Financial 
Services does not enter into contracts as an intermediary to earn fee 
income. Derivative financial instruments used by CT Financial 
Services include interest rate swap contracts, interest rate options, 
forward rate agreements, forward currency contracts, cross 
currency swaps, and options on Eurodollar futures contracts. Risk- 
weighted value of derivative financial instruments is based on reg- 
ilatory requirements to hold capital against a portion of the notional 
amount, plus the fair market value of a derivative. The risk-weighted 
value is the sum of a positive fair market value, plus the product 

of the notional amount of the derivative and a credit risk conversion 
factor specified for that type and term of contract, discounted 

by a factor defined by the Office of the Superintendent of Financial 
Institutions (OSFI) to reflect the creditworthiness of the counter- 
party. The fair market value of a derivative financial instrument is the 
present value of expected future cash flows and also represents 
the cost of replacing a contract at the date fair market value is deter- 
mined. The credit risk inherent in any derivative financial in- 
strument results from the possibility of a counterparty being unable 
to fulfill its obligations under the terms of a derivative contract. 

The credit exposure amount is the potential decrease in earnings 
should a counterparty default. Credit exposure can be measured 

by the cost of replacing the contracts at current market rates. Credit 
exposure is controlled by limiting available counterparties to 
those of high quality; this is determined by assigning a long-term debt 
rating to a counterparty, based on the definitions and criteria 

for rating used by “Approved Rating Organizations” as defined in 
National Policy Statement No. 47. Nominal values, risk-weighted 
values, fair market values, and the credit exposure of CT Financial 
Services’ derivative financial instruments are set out in Note 13 

on page 47, 


Regulatory risk is the risk of regulators imposing new constraints on 
business growth. Changes in taxation policy can affect earnings, as 
can the imposition of exchange controls or withholding taxes. In addi- 
tion, change or lack of change in governing legislation can affect 


competitive position in various markets. Careful planning and the 
ability to respond quickly to changing circumstances limit the impact 
of regulatory risk. 


The Canadian regulated companies, Canada Trustco and The Canada 
Trust Company, are required to comply with standards for sound 
business and financial practices set by the Canada Deposit Insurance 
Corporation (CDIC). Compliance with these standards is a pre- 
requisite to receiving deposit insurance coverage. CDIC standards 
promote prudent management of credit and other risks associated 
with lending and securities portfolios, use of real estate appraisals, 
liquidity, changes in interest rates, foreign exchange, capital man- 
agement, and internal controls. Starting in 1995, management and the 
Board of Directors of CT Financial Services will be required to file 
reports with OSFI and with CDIC on compliance with the standards. 
Compliance with CDIC standards is monitored by OSFI. 


Investment activities of the Canadian regulated companies and their 
subsidiaries are regulated by both federal and provincial statutes. 
Federal legislation for trust and loan companies provides the Canadian 
regulated companies with full powers to make prudent investments 
on virtually the same basis as banks. Guidelines issued by OSFI, and 
standards of sound business and financial practices developed 

by CDIC provide a framework for prudent management of investment 
and lending portfolios. 


Federal legislation permits companies to engage in commercial lend- 
ing, subject to the approval of the Superintendent of Financial 
Institutions. The Canadian regulated companies have received approval 
to make or acquire commercial loans without a predetermined 
limit. Commercial loans, as defined in legislation, constituted 9% of 
consolidated assets of Canada Trustco at December 31,1994. Federal 
rules restrict the provision of financing for real estate acquisition, 
development, and construction projects. Investments in interests in 
real property and in certain defined equity investments, including 
common shares of corporations and ownership interests in unincorpo- 
rated entities, are each limited to 70% of capital and to 100% of 
capital in aggregate. As Canada Trustco's interests in real property 
were 58% of capital at December 31,1994, future acquisitions 

will be limited by growth in capital. 


The Loan and Trust Corporations Act (1987) (Ontario) contains a pru- 
dent investment standard and limits the portion of total assets 
that may be invested in certain types of assets, including personal 
loans, commercial loans, corporate securities, common shares, 
real estate, and certain subsidiaries. Amendments to the Ontario legis- 
lation, which are expected to take effect early in 1995, will replace 
these provisions with provisions similar to the federal guidelines de- 
scribed above. First Federal is subject to similar investment limitations 
under US. legislation. US. savings and loans must meet a Qualified 
Thrift Lender test, which requires the maintenance of at least 70% of 
assets in qualifying investments. At December 31,1994, this ratio 
was 94%. First Federal is deemed to be adequately capitalized by the 
Federal Deposit Insurance Corporation (FDIC) and the Office 

of Thrift Supervision (OTS). 


Federal legislation requires Imasco to decrease its beneficial owner- 
ship position in Canada Trustco’s voting shares from approximately 
98% to a maximum of 65% by June 1,1997. Various strategies are under 
consideration, but no immediate action is planned. 


The federal government must introduce legislation before June 1997 
to re-authorize financial institution statutes. A review of 1992 
federal reforms is currently under way. Federal legislation is expected 
in1995 to make further changes to deposit insurance and related 
supervisory matters. 
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An issue that will come before the U.S. Congress in 1995 is the depos- 
it insurance premium level for banks and savings associations. 
Whereas the Bank Insurance Fund will be fully capitalized in 1995, the 
Savings Association Insurance Fund is not projected to be fully 
capitalized until well into the next century. Pursuant to existing legis- 
lation, the minimum deposit insurance premium paid by banks 
could be reduced by 10 to 15 basis points from its current level of 23 
basis points. This would result in substantial disparity between pre- 
miums paid by banks and savings associations, creating a com- 
petitive advantage for the banks. Various proposals have been made 
to address this issue and to maintain parity between banks and 
savings associations. 


Capital funds provide a foundation for future growth, protect against 
losses, and serve as a basis for accepting deposits and for expand- 
ing credit services. Capital funds are generated internally from earn- 
ings once expenses, income taxes, and dividends have been paid. 
Capital funds are generated externally from the sale of securities to 
investors. Management of CT Financial Services has the dual 
responsibility of obtaining adequate capital and earning a satisfactory 
return on it. Capital adequacy maintains investors’ and depositors’ 
confidence in the stability of CT Financial Services and is determined 
by management prudence and business conditions. Capital 


funds in CT Financial Services totalled $2.3 billion at December 31,1994, 


comprised of $1.98 billion of common shareholders’ equity and 
$363 million of preference share equity. Common share capital and 
retained earnings constituted 85% of capital funds at year-end. 
Additional funds are available to CT Financial Services and Canada 
Trustco through conversion of convertible debentures into 
preference shares. 


The Canadian regulated companies are subject to federal capital guide- 
lines similar to those applied to Canadian chartered banks, and to 
provincial regulations that prescribe minimum capital requirements. 
There are two federal measures of capital adequacy. The risk- 
weighted capital ratio is based on standards developed by the Bank 
for International Settlements (BIS) as a common international mea- 
sure of capital adequacy. The standards define acceptable types and 
levels of core and secondary capital and weight assets by credit risk. 
Canadian trust and loan companies are required to meet a mini- 
mum risk-weighted capital ratio of 8%. Although not a rate-regulated 
company, CT Financial Services had an estimated risk-weighted 
capital ratio of 11.18%, based on BIS guidelines for Canadian trust and 
loan companies. The following table sets out the risk-weighted 
capital ratios of Canada Trustco: 


1994 1993 1992 
Millions of dollars 
Risk-weighted assets 
On balance sheet 19,481 18,991 20,380 
Off balance sheet BS 7 5 
19,516 19,008 20,385 
Qualifying capital 
Tier 1,332 | Saks} 1,382 
Tier 2 424 427 279 
2,006 1,805 1,661 
Capital ratios 
Tier1 8.10% 7.25% 6.78% 
Tier 2 2.18% 2.25% 809 
10.28% 9.50% 8.15% 


The second capital adequacy standard is the multiple of total adjust- 
ed assets to qualifying capital. It is limited to a maximum of 20 
times, unless OSFI approves a higher level. The Canadian regulated 


companies have each been permitted to maintain a multiple not in 
excess of 22 times, provided that total risk-weighted capital ratio 

is at least 9.5%. Canada Trustco’s total asset to capital multiple was 
19.6 times at December 31,1994. 


Borrowing powers of the Canadian regulated companies are limited 
by certain provincial statutes that prescribe the maximum borrowing 
multiples, calculated as defined borrowings, divided by defined 
capital. Each jurisdiction has different definitions of borrowings and 
capital. At December 31,1994, the Canada Trustco borrowing multi- 
ples under Ontario and Québec guidelines were 22.0 and 21.0, respec- 
tively, compared with 21.4 under both guidelines in 1993. 


Regulatory capital requirements for US. savings and loan companies 
are established and enforced by OTS. The Financial Institutions 
Reform, Recovery and Enforcement Act requires the OTS to institute 
uniform capital standards to satisfy three separate tests: a tan- 
gible capital standard, a leverage ratio or core capital standard, anda 
risk-based capital standard. OTS is required to ensure that these 
standards are no less stringent than those required of U.S. national 
banks. Under these standards, First Federal is considered to be 
adequately capitalized. 


The creditworthiness of the securities of CT Financial Services is 
reviewed regularly by the Canadian Bond Rating Service (CBRS) and 
the Dominion Bond Rating Service (DBRS). CT Financial Services’ 
ratings at December 31,1994 were as follows: 


CBRS DBRS 
Short-term debt instruments A-1+  R-1 (middle) 
Convertible debentures A (high) AA (low) 
Senior preference shares P-1 Pfd-1 
Non-cumulative preference shares P-2 Pfd-1 (low) 


Inflation in Canada is expected to remain among the lowest of devel- 
oped countries. The Bank of Canada has reinforced its position 

to utilize monetary policy to ensure price stability, should fiscal policy 
measures to control the burgeoning deficit not have this effect. 

In the United States, the Federal Reserve Board is expected to con- 
tinue its policy of increasing interest rates in order to control infla- 
tion. Low inflation and volatile interest rates have complex effects on 
financial institutions. These factors can lead to material changes 

in customer borrowing and investing decisions. In addition, financial 
institutions have developed new products with more complex 
options to meet customers’ growing needs. The effects of these 
changes are controlled through close attention to asset/liability 
management and hedging activities. 


CT Financial Services’ strength remains its ability to attract and serve 
its retail customers. Its primary focus Is retail banking and meeting 
customers’ growing needs fora wide range of personal financial and 
wealth management services. The integration of personal wealth 
management services into the sales-oriented retail delivery network 
is expected to further leverage the highly productive distribution 
system. The intent is to continue to selectively expand the retail branch 
networks, both in Canada and the United States, while focusing 

on expansion of alternate delivery systems such as ABMs, drive-thru 
facilities, and telephone and home banking. 


Financial intermediary services will continue contributing the largest 
share of earnings for the foreseeable future. Accordingly, factors 

influencing revenue generation and cost control in intermediary opera- 
tions will continue to have the greatest impact on corporate profitability. 


Emergence from the recessionary economic environment has had a 
positive effect on reducing CT Financial Services’ non-performing in- 
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vestments and provision for investment losses. CT Financial Services 
will continue its conservative approach to prudent credit risk man- 
agement by improving its coverage ratio of the allowance for invest- 
ment losses over non-performing investments. 


With consumer and business confidence replacing the pessimism 
of the recent recession, steady economic growth is expected 
through 1995.The combination of cost control, maintenance of low 
interest rate risk and credit risk profiles, and stronger growth will 
provide the basis for increased earnings. 


Hardee's Food Systems 


System sales, which include the sales of company-operated and 
licensed restaurants as well as third-party sales of Hardee's manufac- 
turing and distribution arm, Fast Food Merchandisers (FFM), declined 
2% during 1994 to US $4.8 billion. The decline is partly due toa 

net reduction of 54 restaurants during the year. Average unit sales 
volume (AUVs) forall system restaurants decreased to US $1,007,000 
in 1994 from US $1,016,000 in1993, and on a comparable restau- 
rant basis AUVs declined 3.9%. The decline in sales also reflects the 
impact of heightened competitive pricing activity that dominated 
the industry, as well as the continued expansion of competitors with 
low-price menu offerings. In the third quarter, Hardee's offered 
price promotions on certain products and new menu items. As a re- 
sult, the rate of sales decline moderated in the fourth quarter. On a 
comparable restaurant basis, AUVs for restaurants operating 
under the Hardee's banner declined 3.7% during 1994, while those of 
the Roy Rogers restaurants declined 5.0%. However, over the 
course of the year Roy Rogers’ AUVs improved considerably. During 
the first quarter of 1994, Roy Rogers’ sales suffered significantly 
due to the severe winter in the Northeast, but in the fourth quarter, 
AUVs and transactions were above prior year levels. The improve- 
ment reflects a new advertising campaign and the return in Septem- 
ber of freshly cooked roast beef to Roy Rogers restaurants in 
Baltimore and Washington. The gains were more evident in company- 
operated Roy Rogers restaurants, which were quicker to adopt 

the roast beef product than the licensed restaurants. 


Sales of FFM increased slightly during the year, as the impact of low- 
er AUVs by Hardee's licensees and lower commodity prices was 
more than offset by the addition of new customers and products. In 
1994, approximately 77% of Hardee's and Roy Rogers licensed restau- 
rants purchased some orall of their requirements for food, paper, 
and cleaning products from FFM, a figure unchanged from 1993. In 
addition, FFM's manufacturing facilities supplied approximately 
73% of Hardee's and Roy Rogers requirements for hamburgers in 1994, 
compared with approximately 88% in 1993. The decline reflects 
the company’s decision to purchase and distribute rather than manu- 
facture certain hamburger products. 


Hardee's continues to focus on improving the overall quality of the 
restaurant system. During 1994,171 new Hardee's restaurants 
were opened, 141 under-performing restaurants were closed, and 84 
Roy Rogers restaurants in the Philadelphia area were sold. In April 
1994, Hardee's announced an agreement whereby Heartland 
Food Systems (Heartland) purchased 165 Hardee's restaurants, 61 
from Hardee's and 104 from a licensee, and is undertaking to convert 
most of its 52 Rax restaurants to the Hardee’s concept. Heartland 
also entered into a development agreement with Hardee's which calls 
for opening more than 100 additional Hardee's units in Ohio during 
the next six years. This transaction provides Hardee's with increased 


Number & Company-operated 
of restaurants @ Licensed 
4,022 4,014 4,019 4,060 4,006 
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presence and a vehicle for expansion in the Ohio market, and it makes 
Heartland the third-largest Hardee's licensee. As at December 
31,1994, the system consisted of 2,920 licensed and 1,086 company- 
operated restaurants compared with 2,863 and 1,197, respectively, 

a year earlier. The company also continues to pursue its strategy of 
increasing the proportion of licensed restaurants in the system to 
75%. At December 31,1994, licensed restaurants represented 73% of 
the total system, compared with 71% a year earlier. 


Hardee's revenues are detailed on page 59. Sales of company-operated 
restaurants declined as a result of the reduction in the number 

of restaurants and the lower AUVs. On a comparable restaurant basis, 
AUVs of company-operated restaurants declined 4.0%, principally 
due to the competitive environment; the AUVs of Hardee's restaurants 
declined 3.8%, while those of Roy Rogers restaurants declined 
4.5%. Service and licence fee revenues increased during 1994 due to 
an increase in the number of licensed restaurants and an improve- 
ment in the rate of fee recognition. 


Earnings from operations rose to US $97 million during 1994 from 
US $67 million in1993. However, the comparability of these amounts is 
affected by two significant transactions. During the fourth quarter 

of 1993, a non-recurring charge of US $18 million was recorded with 
respect to the sale of Roy Rogers restaurants in Philadelphia 
(refer to Note 27). Also, in April1994, Hardee's purchased the 50% inter- 
est it did not own in a partnership holding the land and buildings 

of 279 company-operated Hardee's restaurants (refer to Note 26) previ- 
ously subject to a sale and leaseback arrangement. The principal 
impact of the purchase transaction on earnings was to reduce occu- 
pancy expense while increasing depreciation expense and interest 
expense. Earnings from operations during 1994 increased by approx- 
imately US $11 million as a result. Adjusting for the two non- 
recurring events, earnings from operations in US dollars increased 
2% during 1994. The benefits of continued improvement in cost 
controls, reduced commodity prices, and higher royalties offset the 
impact of the sales decline. Earnings from operations of FFM 
during 1994 were ahead of last year. 


Canadian dollar operating results of Hardee's, detailed on page 14, 
are affected by fluctuations in exchange rates. During 1994, the 
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Canadian dollar weakened in relation to the US dollar, to the benefit 
of Hardee's Canadian dollar results. Exchange rate risk is managed 
from an overall perspective by Imasco and is discussed in greater 
detail on page 41. 


As illustrated by 1994 results, competitive threats pose a considerable 
challenge to Hardee's. These are primarily on two fronts: pricing 
strategies, as industry participants vie for customer traffic in a mature 
industry, and market penetration strategies, as competitors expand 
their presence in small towns, an area of historical strength for 
Hardee's. Overall economic conditions also affect industry perfor- 
mance. Low levels of consumer confidence and disposable 
income growth in recent years have led to the aggressive price com- 
petition that dominates the industry. Low inflation rates minimize the 
ability of industry participants to raise prices. Labour costs may 
come under pressure in 1995 as a result of tightness of labour supply. 
With this environment as a backdrop, Hardee’s has taken a more 
aggressive stance in the area of value pricing. The approach is expect- 
ed to be maintained and refined in1995. 


During 1994, Hardee's commenced a strategic review of its compet- 
itive positioning and unit economics. As a result, Hardee's has 
now better defined the consumer segments it wishes to pursue, the 
image of Hardee's it wants those consumers to perceive, and the 
specific actions required to establish the desired image. Hardee's 
positioning strategy is intended to build upon its strengths, 
particularly in menu variety, and will focus on the attributes of taste, 
choice, and freshness. A key advantage of Hardee's is its ability 

to compete effectively at each of the three mealtimes, and the com- 
pany intends to better exploit this advantage. In 1995, Hardee's 

will be undertaking an extensive testing program to determine the 
best way to implement the repositioning. Hardee’s has success- 
fully reduced its controllable costs in recent years, and these efforts 
will be extended into 1995. Operating performance in 1995 will 
depend upon the impact of competitive pricing strategies, general 
economic conditions, and the extent to which Hardee's benefits 
from revising its competitive positioning. 


Hardee's is cautiously optimistic about its prospects for 1995 and 
anticipates growth in sales and earnings from operations. 


Shoppers Drug Mart/Pharmaprix 


System sales increased 2% in 1994 to $3.2 billion. On a comparable 
store basis, which excludes the impact of stores opened or 
closed during the year, sales increased 1.2% overall and 3.4% exclud- 
ing tobacco products. The sales increases were achieved despite 
little or no inflation in most product categories, deflation in some prod- 
uct categories, and a competitive retail environment that inten- 
sified during 1994 with the entry in Canada of Wal-Mart Stores Inc. 
and the proliferation of dispensaries in other retail chains. The 
average sale per customer decreased 2.5%, and the number of cus- 
tomer transactions increased 3.8%; both amounts were affected 

by a change in the method of reporting lottery transactions, which are 
now included in transaction counts. The average sales volume per 
store was $4.7 million in 1994, unchanged from 1993, and the average 
sales per square foot was $798, compared with $801 in 1993. Pre- 
scription sales increased 3.2% on a comparable store basis during 
1994, compared with 7.3% in 1993. The 1994 increase reflects 
higher pharmaceutical prices and increased prescription counts. 
During 1994, prescription sales represented 32% of total sales, 
compared with 31% in 1993. The rollback of tobacco taxes by the 
federal government and certain provincial governments In 
February 1994 resulted in increased unit sales of tobacco products, 
as volume was recovered from the contraband trade. However, 

the dollar value of sales declined due to lower selling prices. On a com- 
parable store basis, tobacco sales declined 15.4% in 1994, compared 
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with a 20.8% decline in 1993. The continued focus on location quality 
resulted in the opening of 14 new stores during 1994 and the 
closure or sale of 15 locations, fora net decrease of one store. Stores 
numbered 689 at December 31,1994. 


Revenues increased 7% during 1994 to $193 million due to increased 
service fees and higher equipment rental and other income from 
associates. The increase in revenues resulted in higher earnings from 
operations, which rose 2% to $102 million. Gross margins decreased 
slightly during 1994, primarily due to the competitive environment 
and continuing downward pressure on prescription gross margins 
The company continues to emphasize the development of higher 
margin corporate brand products to counteract gross margin pres- 
sures. Sales of corporate brand products increased approximately 
25% during 1994 and represented approximately 12% of 
ding prescriptions and tobacco, compared with 10% in 1993 


Government intervention impacts significantly on the business of the 
company. In recent years, provincial governments have attempted 
to control rapidly rising health-care costs by implementing measures 
such as reduced drug coverage, reduced compensation to phar 
macies, and the sharing of costs with users. Each negatively affects 
the company's earnings. Employers who sponsor drug plan 

have likewise taken measures to control employee health-ca 

Other government policies are also significantly affecting the « 

pany’s business. For example, the Ontario government has passé 
islation prohibiting the sale of tobacco products in pharma 

and in stores having pharmacy departments, effective January 

Other provinces are considering similar legislation. The compan 

is focusing on expanding merchandise categories in order to off 
the impact of lost tobacco sales. 


Competition continues to be a serious issue in traditional drugstore 
categories such as prescriptions, over-the-counter products, neat 
and beauty aids, and cosmetics. [he competition comes primarily 
from regional chains, independent drugstores, supermarkets, mass 
merchandisers, and food and drug combination stores. The entry 
of Wal-Mart into the Canadian market has heightened the level ot 
competition and lowered industry margins. However, given the 
importance of location, convenience, and extended shopping hours 
to customers of Shoppers Drug Mart/Pharmaprix, approximately 
500 of the company’s stores appear to be outside the competitive 
range of the Wal-Mart stores and have felt little impact to date. 


One of the company’s ongoing strategies in response to this compe- 
tition has been to increase the focus on customer service and 
convenience. During 1994, important initiatives in this area included 
the significant expansion of the number of extended-hour stores 

to 196 at year-end, the introduction of an enhanced customer service 
program at all stores, and the continued expansion of services such 
as retail postal outlets, lottery ticket sales, and automated teller 
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machines, all of which add to the company’s appeal as a shopping 
destination. Shoppers Drug Mart/Pharmaprix has continued to 
reinforce its image as a leader in health care by expanding the com- 
pany’s HealthWatch pharmacy system and by participating in vari- 
ous programs promoting the health of its customers. In order to further 
protect and enhance Shoppers Drug Mart’s image, 38 major store 
renovations and expansions were completed during 1994. 


In anticipation of heightened competition, the company commenced 
a strategic planning initiative in 1993 with the objective of iden- 
tifying how to increase productivity and lower its costs of operations. 
This process involved a thorough analysis of the company and other 
North American drugstore chains, focusing on purchasing and 
distribution systems, store structure and operations, and administra- 
tive functions. While the evaluation indicated that Shoppers Drug 
Mart/Pharmaprix has many areas of strength, It also revealed that 
the company’s procurement, distribution, and labour costs exceed 
best-practice competitors and that important opportunities for im- 
provement exist. During the second half of 1994, management began 
to execute an action plan that will be implemented over a three- 
year period ending in 1997. Pivotal to the plan is the movement away 
from store-level purchasing and from direct distribution to stores 

by suppliers to a centralized purchasing and distribution system. By 
leveraging the company’s buying power, net product acquisition 
costs are expected to be lowered commencing in1997. Central distri- 
bution will enable stores to better manage inventories, free shelf 
space for new products, and reduce labour costs associated with 
handling inventories. Further efficiencies will be achieved 

through the centralization of store and regional office accounting. 
The changes will require substantial investments in distribution 
facilities and information technology in the areas of category man- 
agement, inventory control, warehouse management, and 
accounting. No restructuring charges are contemplated under this 
program. 


The competitive retail environment and the effects of government 
intervention, particularly the prohibition of tobacco sales in Ontario 
arugstores commencing January 1,1995, will cause the company’s 
earnings to decline in1995 from 1994 levels. The amount of the 
decline will be determined by the success of Shoppers Drug Mart/ 
Pharmaprix at mitigating the loss of gross margin dollars due to 

the removal of tobacco products. Acquisition opportunities are likely 
to materialize as a result of these industry pressures and will 

be pursued, if attractive. Earnings improvement is expected in 1997, 
following implementation of the strategic planning initiative. 


Genstar Development Company 


During 1994, Genstar Development's revenues decreased 16% to 
$82 million, and this is the principal reason for the 19% decrease in earn- 
ings from operations. The number of single-family lots sold in1994 
decreased to 1,271 from 1,705 in 1993, and 214 acres were sold as par- 
cels and raw land, compared with 38 acres in1993.The earnings 
decline reflects the cyclical nature of the business and the absence 
of land acquisition in the late 1980s. Better-than-expected results 
have been realized in the regional markets of Calgary and the lower 
mainland area of British Columbia, where local economies are 
Strong, and in Toronto, where the company has been able to market 
residential developments to meet consumer needs. This illustrates 
the success of Genstar Development's strategy to diversify its geogra- 
phic base and reinforces the company's conservative management 
approach that has enabled it to operate successfully, even during 
less favourable economic periods. The company does not capitalize 


carrying costs and places significant emphasis on being alow 
cost producer. 


Fundamental to long-term profitability and being a low-cost producer 


is the replenishment of inventories with reasonably priced land 
suitable for development. During 1994, Genstar Development acquired 
215 acres in Waterloo, Ontario; 542 acres in Spokane, Washington; 

9 acres in Woodbury, Minnesota; and a 50% interest in a joint venture 
owning 290 acres in Portland, Oregon. Current expansion plans 
are focused in the United States, reflecting the much broader range 
of investment opportunities available there at this time. The com- 
pany continues to pursue joint venture opportunities that enable it to 
acquire an effective interest in developable land for a modest 
capital investment by leveraging its skill as a land developer. As at 
December 31,1994, the carrying value of the company’s invest- 
ments in joint ventures, under the equity method, totalled $38 million. 


The outlook for 1995 is fora slight reduction in earnings from operations. 
Improved revenues and earnings from operations are expected 
in1996 and thereafter as a result of the maturing of projects initiated 
between 1991 and1994. 


The UCS Group 


The UCS Group was profoundly affected by Wal-Mart's acquisition of 
Woolco Canada Inc. stores during 1994. The restructuring that ensued 
from the closure of 152 UCS tobacco and book shops in Woolco 
locations (approximately one-third of all UCS stores), as well as provis- 
ions for the closure of unprofitable stores and concepts, resulted 

in a one-time, pre-tax charge of $12 million to The UCS Group's 1994 
earnings from operations. The company now consists of 250 
stores In two core businesses, the convenience business and the 
travel-related specialty business. The restructuring activities dis- 
tort the comparability of the company's results reported on page 18. 
However, including only continuing operations, The UCS Group 
reported a1994 operating loss of $4 million on sales of $154 million, 
compared with a1993 operating loss of $7 million on sales of $159 
million. In its reorganized format, the company was able to generate 
a profit in the second half of 1994. On a comparable continuing 
store basis, sales were up 2.2% in 1994. Sales gains resulting from 
growth in Canada's tourism were offset by lower tobacco selling 
prices subsequent to the February 1994 tax rollback. The prohibition 
in Ontario of tobacco sales by drugstores and by stores having 
pharmacy departments, effective January 1,1995, should benefit The 
UCS Group in that province. The objective is to achieve a modest 
profit in1995. 


(Management's Discussion and Analysis continues on page 39.) 


34 


Imasco Limited 
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Auditors’ Report 


Management's Responsibility for Consolidated Financial 
Statements 


The accompanying consolidated financial statements of Imasco 
Limited and its subsidiaries, and all information in the annual report, 
are the responsibility of management and have been reviewed and 
approved by the Board of Directors. The financial statements neces- 
sarily include some amounts that are based on management's best 
estimates, which have been made using careful judgment. 


The financial statements have been prepared by management in 
accordance with accounting principles generally accepted in Canada. 
Financial and operating data elsewhere in the annual report are 
consistent with the information contained in the financial statements. 


In fulfilling its responsibilities, management of Imasco and its subsid- 
iaries has developed and continues to maintain systems of internal 
accounting controls, including policies and procedures, and segrega- 
tion of duties and responsibilities. 


Although no cost-effective system of internal controls will prevent or 
detect all errors and irregularities, these systems are designed to 
provide reasonable assurance that assets are safeguarded from loss 
or unauthorized use, transactions are properly recorded, and the 
financial records are reliable for preparing the financial statements. 


The Board of Directors carries out its responsibility for oversight and 
approval of the financial statements and other financial informa- 
tion in this annual report, principally through its Audit Committee. The 
Audit Committee, the majority of which consists of non-executive 
directors, meets periodically with management and with the internal 


Auditors’ Report 
To the Shareholders of Imasco Limited 


We have audited the consolidated balance sheets of Imasco Limited 
as at December 31,1994,1993, and1992 and the consolidated 
statements of earnings, retained earnings, and changes in financial 
position for the years then ended, appearing on pages 36 through 

38, 40, 42, and 44 through 53. These consolidated financial statements 
are the responsibility of the Corporation's management. Our respon- 
sibility is to express an opinion on these consolidated financial state- 
ments based on our audits. 


We conducted our audits in accordance with generally accepted 
auditing standards. Those standards require that we plan and perform 
an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes exam- 
ining, on a test basis, evidence supporting the amounts and dis- 
closures in the financial statements. An audit also includes assessing 


and external auditors to discuss the results of audit examinations 
with respect to the adequacy of internal accounting controls, and to 
review and discuss the financial statements and financial report- 

ing matters. Additional responsibilities of the Audit Committee are 
detailed under Corporate Governance on page19. 


The financial statements have been audited by Deloitte & Touche, 
Chartered Accountants, who have full access to the Audit Committee, 
with and without the presence of management. Their report follows. 


Gre es) 


Purdy Crawford 
Chairman and Chief Executive Officer 


Raymond E. Guyatt, c.A 
Executive Vice-President and 
Chief Financial Officer 


Denis Faucher, c.A 
Vice-President and Controller 


January 26,1995 


the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement 
presentation. 


In our opinion, these consolidated financial statements present fairly, 
in all material respects, the financial position of the Corporation as 
at December 31,1994,1993, and1992 and the results of its operations 
and the changes in its financial position for the years then ended 

in accordance with generally accepted accounting principles 


Delkyclle v7 aicths 


Chartered Accountants 
Montréal, Canada 


January 26,1995 
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Imasco Limited teh 
Summary of Significant Accounting Policies 


The consolidated financial statements have been prepared in accor- 
dance with accounting principles generally accepted in Canada, and 
all amounts are in Canadian dollars unless otherwise stated. 


Basis of presentation 


The consolidated financial statements include the accounts of the 
Corporation and its subsidiaries. The Corporation indirectly owns 
approximately 98% of the common shares of CT Financial Services 
Inc. (CT Financial Services), which indirectly owns approximately 
99% of the common shares of First Federal Savings and Loan Asso- 
ciation of Rochester (First Federal) and directly owns approximately 
75% of the common shares of Meridian Securities International 
Limited (Meridian Securities). 


Fees—Financial Services 


Fees are recorded as income over the term of the loan, or when the 
service Is provided. 


Licence and service fee income 


Initial licence fees (Restaurant segment) are recognized as income 
upon the opening of a licensed restaurant. Continuing service fees 
(Restaurant and Drugstore segments) are recognized as income as 
a variable percentage of sales of licensed restaurants and asso- 
ciate drugstores. 


Sale of development land 


Income is recognized in the period in which the transaction occurs, 
provided the collectibility of sales proceeds Is reasonably assured 
and all material conditions are met, including a cash down payment 
of not less than 15%. 


Inventories 


Raw materials and supplies are valued at the lower of average cost 
and replacement cost. Finished goods and development land are 
valued at the lower of cost and net realizable value. Cost is determined 
substantially as follows: Tobacco—average cost; Restaurant—first- 
in, first-out; Land development-—specific item basis (cost of develop- 
ment land includes the original cost of properties and the cost 

of services such as roads, and sewage and water systems; carrying 
costs such as interest and property taxes are not capitalized): 

Other retail operations—retail inventory method. 


Notes receivable, investments, and other 


Notes receivable are stated at their estimated net realizable value. 
Securities are stated at cost and are written down to reflect im- 
pairments in value which are other than temporary. Investments in 
joint ventures and partnerships are accounted for using the equity 
method. Deferred charges are stated at cost, less accumulated 
amortization calculated on a straight-line basis. 


Capital assets 


Capital assets are accounted for at cost. Amortization is calculated on 
a straight-line basis over the estimated useful lives of the assets. 
The estimated useful lives of the principal classes of assets range 
from 20 to 40 years for buildings and from two to 20 years for 
equipment. The cost of leasehold improvements and property under 
Capital leases is amortized on a straight-line basis over the lesser 

of the estimated useful lives of the assets and the term of the lease. 
Favourable leases (the fair market value allocated to leases ac- 
quired in a business acquisition with terms favourable to prevailing 


market conditions) are amortized on a straight-line basis over the 
term of the lease. 


Goodwill 


Goodwill and related costs arising from acquisitions are capitalized 
and amortized on a straight-line basis over their estimated lives, 
not exceeding 40 years. 


Amortization of goodwill arising from the initial acquisition of CT 
Financial Services and the Corporation's operating companies, and 
from significant business acquisitions thereafter, is classified 
separately in the Consolidated Statements of Earnings as “Amortiza- 
tion of acquisition goodwill”. Amortization of goodwill arising from 
minor business acquisitions by the Corporation's operating companies 
is reported under the caption “Operating costs.” 


Investments-—Financial Services 


Investments, which are reduced by an allowance for investment 
losses where applicable, and investment income are stated 
as follows: 


Securities 


Bonds, debentures, and mortgage-backed securities are stated at 
amortized cost plus accrued interest. Stocks, other than debt 
substitutes, are stated at cost plus dividends receivable. Any impair- 
ment in underlying value that is other than temporary is recorded 

as a charge to earnings in the year in which it occurs. Debt substitutes 
are stated at cost, plus dividends receivable, less provisions estab- 
lished to recognize diminution in market value, and are accorded the 
accounting treatment applicable to loans. 


Loans 


Mortgages are stated at cost, including capitalized and accrued in- 
terest, less repayments and unamortized mortgage discounts. 
Mortgage discounts are amortized over the term of the mortgage. 
Mortgages and mortgage-backed securities held for sale are 
stated at the lower of cost and market value. Consumer and collateral 
loans, corporate loans, and credit card receivables are stated at 
cost, including accrued interest, less repayments. Receivables under 
equipment leases are stated at gross rentals receivable, net of 
unearned income. Unearned income is reflected in earnings over the 
term of the lease. Earned income is accrued on a daily basis. 


Real estate investment properties 


Investment properties are stated at the lower of cost less accumu- 
lated amortization and estimated net recoverable amount. 
Development and resale properties are stated at the lower of cost 
less accumulated amortization and estimated net realizable value. 
Cost includes the original cost of properties and carrying costs 
incurred during development. Leasing costs are deferred and amor- 
tized on a straight-line basis over the initial lease term. Adminis- 
trative expenses are not capitalized. Investments in unincorporated 
joint ventures are accounted for by the proportionate consolidation 
method of accounting. Earnings on the sale of investment properties 
are recognized when title passes to the purchaser. Earnings are 
recognized on the sale of land when all material conditions of the 
agreement have been fulfilled, an appropriate cash down payment 
has been received, and, in management's judgment, the purchaser 
has the financial resources to complete the transaction. On devel- 
opment projects, operating costs net of rents received are capitalized 
for a period not exceeding 24 months beyond the date of substan- 
tial completion, after which net rental income is recognized. Buildings 
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are amortized on a 5% sinking fund basis over periods of 30 and 
50 years. Real estate acquired in settlement of loans is stated at a 
value which does not exceed estimated net realizable value. 


Non-performing investments 


Included in each investment category are non-performing invest- 
ments. They consist of securities on which interest or preferred 
dividend payments have been suspended, loans in arrears, credit card 
receivables on which interest accrual has been suspended, and 
restructured and reduced rate loans. In addition, management may, 
at any time, classify a loan as non-performing if there is evidence 

of deterioration in the borrower's financial condition. Once loans are 
classified as non-performing, revenue is recognized only as collected, 
unless It is virtually certain that accrued interest will be collected. 


Allowance for investment losses 


The allowance for investment losses consists of two parts, a specific 
allowance and a general allowance, in accordance with the loan loss 
provisioning guidelines issued by the Superintendent of Financial 
Institutions. The two parts are calculated as: 1) a specific allowance 
for individual investments to reduce carrying value to estimated 
realizable value and 2) a general allowance based on a historical five- 
year net loss experience ratio for each of mortgages, consumer 

and collateral loans, corporate loans, and credit card receivables, and 
on economic conditions and other factors which, in management's 
judgment, deserve recognition. Each investment category has been 
reduced by the applicable portion of the allowance for invest- 
ment losses. Allowance for derivative financial instruments, If any, is 
recorded in other liabilities. Write-offs are generally recorded after 
all reasonable restructuring or collection activities have taken place 
and the possibility of further recovery is considered remote. 


Servicing rights—Financial Services 


Capitalized mortgage servicing rights on mortgages sold as mortgage- 
backed securities are amortized over the estimated life of the 
mortgages. The estimated present value of the interest to be retained 
on mortgages sold, net of normal servicing fees, is recognized as 
earnings when the sale occurs. Purchased servicing rights are capital- 
ized and amortized proportionately over the period of estimated 
servicing income. 


Translation of foreign currencies 


Foreign currency assets and liabilities are translated into Canadian dol- 
lars at the year-end rate of exchange, and revenues and expenses 
are translated at the rate in effect at the time of the transaction. Gains 
and losses on foreign currency transactions are included in earnings. 


Assets and liabilities of self-sustaining foreign operations are trans- 
lated into Canadian dollars at the year-end rate of exchange, while 
revenues and expenses are translated at average rates of exchange 
for the year. Gains and losses resulting from the translation of the 
financial statements of these operations, net of hedging activities and 
related income taxes, are deferred and included as a separate 
component of shareholders’ equity. 


For balance sheet purposes, amounts in US dollars have been 
translated into Canadian dollars at the rate of exchange in effect at 
year-end as follows: December 31,1994—US $1 = Cdn $1.403; 
December 31,1993-US $1 = Cdn $1.324; December 31,1992—-US $1 
= Cdn $1,271. 


Comparative amounts 


Certain comparative amounts have been reclassified to conform with 
the current year's presentation. 
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Imasco Limited 


Consolidated Statements of Earnings and Retained Earnings 


For the years ended December 31 
In millions of dollars, except earnings per common share 


Consolidated Statements of Earnings 

Revenues 
‘Tobacco taxes and duties 

Revenues, net of tobacco taxes and duties 

Operating costs 

Financial services interest expense (Note 17) 

Earnings from operations 

Amortization of acquisition goodwill 

Other costs and administration 

Operating earnings—net 

Interest expense (Note 18) 

Earnings before income taxes and non-controlling interest 
Provision for income taxes (Note 19) 

Provision for tobacco surtaxes 

Dividends on preference shares of subsidiary companies and 

non-controlling interest (Note 20) 
Net earnings 


Net earnings attributed to 
Preference shares 
Common shares 


Earnings per common share (Note 16) 


Consolidated Statements of Retained Earnings 
Beginning of year 

Net earnings 

Dividends (Note 22) 

Capital transactions (Note 21) 

End of year 


The accompanying accounting policies and notes are an 
integral part of the consolidated financial statements. 
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1994 


9,385 
2p 
8,134 
4,758 
2,205 
apteAl 
se) 

56 
1,060 
183 
877 
292 
39 


40 
506 


11 
495 
506 


$4.18 


1994 


ZA 
506 
(196) 
(76) 
2,347 


$3.26 


1993 


1,907 
409 
(197) 
(6) 
2,113 


Imasco Limited 
Management's Discussion and Analysis 
(continued from page 34) 


Consolidated results of operations 


Imasco's goal is to build value for its shareholders through sustained 
growth in earnings and cash flows, which will enable it to provide 
superior returns to its shareholders in the form of dividend payments 
and share price appreciation. We believe that to build value in the 
long term, returns on operating capital must exceed our cost of capi- 
tal, estimated at 11.5% on a tax-affected, weighted average basis. 


The concepts of economic profit and economic value added provide 
a management framework for measuring performance from a 

value generating perspective. Economic profit is defined as net oper- 
ating profit after tax and after deducting the calculated cost of 
capital on average operating capital. Economic value added represents 
the growth in economic profit from year to year. |masco achieved 
economic profit of $154 million in1994 and $56 million in 1993, while 
economic value added was $98 million in 1994 and $65 million in 1993. 


The following comments summarize the consolidated results of 
Imasco's operating companies and CT Financial Services, which are 
discussed individually commencing on page 25. 


System sales decreased slightly to $16.4 billion in 1994 from $16.5 bil- 
lion in1993. System sales is an unaudited amount used to measure 
the overall business volumes of the Imasco group of companies. It 
comprises the consolidated net revenues of Imasco as well as the 
sales of Hardee's restaurants and Shoppers Drug Mart/Pharmaprix 
stores operating under licence or franchise agreements, and a 
significant amount of tobacco taxes and duties included in Imperial 
Tobacco’'s gross revenues. 


Consolidated gross revenues declined 3% during 1994 as a result of 
the February 1994 tobacco tax rollback. Consolidated net reve- 
nues, which exclude the tobacco taxes and duties referred to above, 
are detailed in Note 31 on page 53.The increase of 2% |s principally 
attributable to higher sales volumes at Imperial Tobacco. The revenues 
reported for CT Financial Services are on a gross Investment income 
basis and are sensitive to variations in interest rates. A more 
meaningful measurement of CT Financial Services revenues is net 
investment income, which reflects the deduction of financial ser- 
vices interest expense. On a net investment income basis, including 
fees and other income, revenues of CT Financial Services 

increased 8%. 


The change in operating costs is primarily a function of the changes 
in net revenues and gross margins at each of Imasco’'s operations, 
and of substantially lower provisions for investment losses at CT Finan- 
cial Services. In recent years, Imasco has emphasized productivity 
initiatives at all operating companies, and management continues to 
focus on this area. 


Earnings from operations by company are summarized in Note 31 
on page 53. Significant improvements were reported by Imperial 
Tobacco and CT Financial Services. At Imperial Tobacco, the improve- 
ment reflects the impact of the return to a stable domestic tobacco 
market and the demise of the contraband market subsequent to the 
February 1994 rollback of tobacco taxes, while at CT Financial Ser- 
vices it reflects the net investment income increase, expense control, 
and lower provisions for investment losses. The comparability 

of the Hardee's amounts is affected by non-recurring transactions in 
both 1993 and 1994, as well as by fluctuations in exchange rates. 
These are discussed in detail on page 32. The large increase In opera- 
ting loss at The UCS Group reflects a restructuring provision of 

$12 million recorded in the second quarter of 1994 relating to the clo- 
sure of UCS tobacco and book shops in Woolco locations and the 
closure of unprofitable stores and concepts. 


Other costs and administration expenses increased in 1994 as a conse- 
quence of non-recurring 1993 cash receipts on insurance claims. 
The weaker Canadian dollar in 1994 also adversely affected other costs 
and administration, as a portion of these expenses are incurred 

in US dollars. 


The increase in overall interest expense in 1994 reflects a $14 million 
premium to retire high coupon debt that was assumed by Hardee's 
following the purchase and consolidation of the 50% interest it did not 
own in a partnership holding the land and buildings of 279 Hardee's 
restaurants (refer to Note 26 on page 51). The increase also includes 
interest on a portion of this debt which was carried fora period, 
prior to redemption. Excluding the impact of this transaction, interest 
expense in 1994 was lower than in1993. The decline reflects a 
lower weighted average interest rate on total debt in 1994 (8.3% in 
1994, compared with 8.7% in 1993). Although average debt levels 
were slightly higher in 1994, a greater proportion than in1993 was of a 
variable rate nature. The impact of this shift in the mix of borrowings 
more than compensated for the generally higher interest rate 
environment in 1994. The potential impact of higher interest rates in 
the future is mitigated, as only 32% of the company’s long-term 
debt at December 31,1994 was of a variable rate nature. Changes in 
long-term debt during 1994 are discussed In greater detail on 
page 41. Interest coverage, the ratio of earnings before interest and 
axes to interest expense, was 5.8 in 1994, compared with 4.7 
in1993. 


The increase in the provision for income taxes reflects the increase 

n pre-tax earnings as well as an increase in the overall effective 

income tax rate. Imasco's effective income tax rate was 33.3% during 
1e Increase was peouSen 


1994, compared with 30.3% during’ eit iti 


7 on page 550¢ Saath 
rate to er 


tive tax rate at CT Financial Sarees Note 1! iS 
the principal factors that caused the effective income tax 
ower than the combined statutory federal and pro 
tax rate. Imasco benefits from foreign earnings t 
rate tax rates. A substantial portion of this Buen is deper 
upon certain international tax treaties. During 1993, new international 
tax conventions were ratified that, effective January 1,1995, \ 
reduce this benefit. Though alternative capital s 


Nnclal income 


2ndent 


structures will be in 
place during 1995 in order to minimize the impact of the new ta» 
conventions, a slightly higher overall effective tax rate 


IS anticipated 


Together with the tobacco tax rollbacks and other measures a 
at eliminating the contraband tobacco market, in February 19% 
the federal and Québec governments imposed surtaxes on the pi 


of tobacco manufacturers that will be in effect fora three-year! 
period. From the date of imposition to the end of 1994, Imperia 


Tobacco provided $39 million for these surtaxes 


Net earnings increased 24% during 1994, while earnings me er common 
share (EPS) increased 28%. The increase in net earnings attributed 
to common shares also reflects reduced dividend Satta nents on prefer 
ence shares as discussed on page 43. The return on average com- 
mon shareholders’ equity increased in 1994 to 16.1%, from 18.8% In 
1993, and exceeded the company’s objective of 15%. This rise reflects 
the increase in net earnings attributed to common shares and, to a 
minor extent, the reduction in the average number of common 
shares outstanding resulting from the repurch ase of 2,486,200 com- 
mon shares during 1994 under the company’s normal course 


issuer bids. 


(Management's Discussion and Analysis continues on page 4.) 
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Imasco Limited 
Consolidated Balance Sheets 
December 31 

In millions of dollars 


Assets 
Current assets 
- Cash and short-term investments 
Accounts receivable and other 
Inventories 


Non-current assets 
Notes receivable, investments, and other (Note 1) 
Capital assets (Note 4) 
Goodwill 


Financial Services 
investments 
Cash and short-term notes 
Securities (Note 3) 
Loans (Note 2) 
Real estate investment properties (Note 7) 
Capital assets and other (Note 8) 
Goodwill 


Total assets 


Liabilities and shareholders’ equity 
Current liabilities 
Bank and other short-term loans 
Accounts payable and other 
income, excise, and other taxes 


Long-term debt (Note 9) 
Deferred credits and other liabilities (Note 10) 
Financial Services 
Deposits (Note 11) 
Borrowings and other liabilities (Note 12) 
Deferred income taxes 
Preference shares of subsidiary companies (Note 14) 
Non-controlling interest (Note 15) 


Shareholders’ equity 
Capital stock (Note 16) 
Unrealized gain (loss) on foreign currency translation 
Retained earnings 


Total liabilities and shareholders’ equity 


The accompanying accounting policies and notes are an 
integral part of the consolidated financial statements. 


Approved by the Board, 


(PPA, CoracJhtorn 


1994 


148 
384 
801 
1,333 


285 
1,255 
243 
1,783 
3,116 


3,626 
6,892 
37,010 
945 
563 
330 
50,366 
53,482 


71 
680 
219 
970 

1,927 
145 


42,499 
3,948 
66 

537 

53 
47,103 


Purdy Crawford, Director 


Chthenth0o 


Charles H. Hantho, Director 
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1993 


221 
416 
695 
1,332 


196 
TZ26 
243 
1,565 
2,897 


Cries 
7,003 
34,466 
967 
543 
Hers 
47,510 
50,407 


92 
663 
149 
904 

1,896 
189 


40,420 
$)239 
73 

540 

46 
44,318 


967 

20 
BAS! 
3,100 
50,407 


1992 


wit 
394 
736 
1,241 


210 
11S? 
243 
1,585 
2,826 


3,092 
6,666 
33,061 
923 
523 
1,428 
45,693 
48,519 


27 
624 
162 
813 

1,959 
176 


39,181 
2,875 
86 

329 

42 
42,513 


1,163 
(12) 
1,907 
3,058 
48,519 


Imasco Limited 
Management's Discussion and Analysis 
(continued from page 39) 


Consolidated financial condition 


During 1994, |masco continued to strengthen its financial position. 
The company's ratio of long-term debt to total capital was reduced to 
36.6% at December 31,1994, compared with 37.9% the previous year. 
Imasco's long-term objective is a 35% ratio, allowing for temporary 
variations that may result from business acquisitions. Long-term debt 
increased $31 million during 1994 to total $1.9 billion at year-end. The 
increase reflects the higher carrying value of US dollar debt caused 
by the weaker Canadian dollar, partially offset by positive cash flows. 
The increase in shareholders’ equity of $237 million is principally due 


Long-term debt 
to total capital 


(%) 


90 91 92 93 94 


to the strong earnings performance in 1994. The weaker Canadian 
dollar, which led to an increase in the unrealized foreign exchange 
gain, also contributed to the increase in shareholders’ equity. The com- 
pany’s common share repurchase program reduced shareholders’ 
equity by $93 million: $17 million as a reduction of capital stock, repre- 
senting the stated value of the 2,486,200 shares repurchased, 

and $76 million as a charge to retained earnings, being the amount 
by which the purchase price of the shares exceeded the stated 
value. Capital stock was further reduced due to the redemption of 
$15 million of Perpetual First Preference Shares, Series D and 

the repurchase of $6 million of 6% Cumulative Preference Shares. 
During 1994, 40,265 common shares were issued pursuant to 
the exercise of stock options fora consideration of $1 million. 


Long-term debt maturities repaid during 1994 consisted of the remain- 
ing US $25 million under a note issuance facility and $62 million 

of medium-term notes. The company also redeemed $28 million of 
10.75% debentures which were due in 1999 and US $153 million 

of partnership debt assumed by Hardee's following the acquisition of 
the 50% interest it did not own in a real estate partnership (refer to 
Note 26 on page 51). During 1994, US $100 million fixed interest rate 
swaps matured and were not replaced. At December 31,1994, 

the interest on US $150 million of floating-rate term loans had been 
effectively converted to fixed interest rates by means of interest 
rate swap contracts, and the interest on US $100 million floating-rate 
term loans had effectively been converted to fixed interest rates 
through forward rate agreements. 


Maturities in 1995 consist principally of $112 million of medium-term 
notes which, under current plans, will be refinanced through existing 
credit facilities. 


Imasco maintains committed credit facilities which make significant 
financial resources available and provide the company with the 
flexibility to meet short- and long-term borrowing requirements. At 
December 31,1994, the company had US $1.4 billion available under 
such credit facilities, of which US $585 million was being used by 
direct borrowings. The unused credit facilities are available for addi- 
tional direct borrowings and for backing up issues of commercial 
paper. During 1994, the maturity under a US $1.25 billion evergreen 


credit facility was extended by one year, to 2001.The financial strength 
of Imasco is reflected in its credit ratings. During 1994, the rating 

of the long-term debt of Imasco Limited was confirmed at “A (high) 
by CBRS and “A by DBRS and was rated “A’ in its first rating by 
Standard & Poor's. 


At December 31,1994, net cash resources, defined as cash and short- 
term investments less bank and other short-term loans, amounted 
to $77 million, compared with $129 million at December 31,1993. The 
decline reflects the re-investment of short-term instruments into 
higher-yielding, long-term securities. The net cash resources, together 
with Imasco's significant available credit facilities and cash generat- 
ing abilities, ensure that short-term operating requirements will be 
met. The net working capital position at December 31,1994 was 
$363 million, compared with $428 million the previous year, and the 
ratio of current assets to current liabilities at December 31,1994 
was 1.4:1, compared with 1.5:1 at December 31,1993. 


In July 1994, the Board of Directors of Imasco authorized a normal 
course issuer bid to purchase up to 3,000,000 Imasco Limited 
common shares, representing approximately 2.5% of the then out- 
standing common shares. Common shares may be purchased 
when they represent an attractive investment opportunity for Imasco 
The company may also purchase common shares under the bid to 
cover the exercise of options under Imasco’s stock option plan (there- 
by reducing the dilution that would otherwise result) or to make 
shares available for other purposes. Shares must be purchased at the 
market price at the time of acquisition plus brokerage fees. This 
normal course issuer bid expires August 4,1995, and it is expected 
that another program will be approved at that time. On February 2, 
1995, the Board of Directors of Imasco allocated up to $100 million to 
the purchase of common shares during 1995. The 1994 purchases 


had a minimal impact on 1994 earnings per common share, as a large 
proportion occurred in the latter part of the year. However, during 
1995, earnings per common share will benefit more from this repur- 
chasing activity, since the shares repurchased in 1994 will be 
considered unissued for the entire year when calculating the weighted 
average number of shares outstanding. 

Imasco has significant operations in the United States, and exchang 
rate fluctuations have an impact on net earnings and net asset val 
This exposure IS minimized by Imasco’'s practice of maintaining 
borrowings in US dollars, which is prudently managed by taking int 
account the differing costs of borrowing in the two countries. The 


average exchange rate during 1994 was approximately US $1 
$1.37, compared with approximately US $1 = Cdn $1.29 in 1993 
Based upon the level of net earnings generated in US dollar 
each movement of one cent in the US/Canadian exchange rate 
had an impact of $0.6 million on net earnings. As a result, 1994 net 
earnings benefited by approximately $5 million due to the weaker! 
Canadian dollar. The future impact of exchange rate fluctuations on 
net earnings depends upon the level of net earnings generated 

in US dollars. 


As discussed in greater detail on page 30, CT Financial Services ac- 
tively uses derivative financial instruments as a risk-management tool 
to protect against interest rate and foreign exchange risk, and to 
hedge risks associated with certain innovative products. Imasco em- 
ploys derivative financial instruments to a limited extent to manage 
its exposure to interest rate fluctuations. Information with respect 
to the company’s interest rate swaps and forward rate agreements 
is disclosed in Note 9 on page 46. In addition, from time to time 

the company has entered into forward currency contracts of moa- 
est amounts as part of its management of foreign exchange risks. 
No forward currency contracts were outstanding at the end of 1994. 


(Management's Discussion and Analysis continues on page 43.) 
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Imasco Limited 


Consolidated Statements of Changes in Financial Position 


For the years ended December 31 
In millions of dollars 


Operating activities 
Net earnings 
Items not affecting cash 
Amortization (Note 31) 
Provision for investment losses 
Other items 
Earnings adjusted for non-cash items 
Changes in non-cash current assets and liabilities (Note 23) 
Increase in other liabilities 
Investment losses and write-offs, net of recoveries 
Cash from operating activities 
Financing activities 
issue of long-term debt 
Repayment of long-term debt 
Redemption of preference shares 
Issue (repurchase) of common shares—net 
Dividend payments (Note 22) 
Financial Services 
Increase in deposits 
Increase in borrowings 
Issue of shares to non-controlling interests, 
net of share redemptions and issue costs 
Cash from financing activities 
Investing activities 
Additions to capital assets 
Proceeds from disposals of capital assets 
Acquisition of interest in real estate partnership (Note 26) 
Changes in notes receivable, investments, and other 
Financial Services 
Changes in investments 
Cash and short-term notes 
Securities and other investments 
Loans 
Net additions to capital assets 
Changes in other assets and liabilities 
Cash used for investing activities 
Cash and cash equivalents 
Increase (decrease) for the year 
Beginning of year 
End of year 


Cash and short-term investments 
Bank and other short-term loans 


The accompanying accounting policies and notes are an 
integral part of the consolidated financial statements. 
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Imasco Limited 
Management's Discussion and Analysis 
(continued from page 41) 


Consolidated cash flows 


The accompanying statements of changes in financial position are 
prepared in accordance with generally accepted accounting princi- 
ples and consolidate the activities of CT Financial Services on a line- 
by-line basis. However, the actual cash contribution from CT 
Financial Services is the amount of dividends received by Imasco, 
which was $93 million in both 1994 and 1993. Unaudited summaries 
of cash flows, which exclude the line-by-line activities of CT Finan- 
cial Services and recognize the dividend received as a single amount, 
are presented on page 54. Management believes this presenta- 
tion to be more meaningful. 


Imasco's ability to generate strong cash flows was again demonstra- 
ted during 1994. As illustrated on page 54, Imasco generated 

$310 million of available cash during 1994, compared with $324 mil- 
lion in1993.The 1994 amount was applied as follows: $221 million, 


on a net basis, toward the repayment of long-term debt, $113 million 


for capital transactions including repurchases of common shares 
and redemptions and repurchases of preference shares, and $28 mil- 
lion for the acquisition by Hardee's of the 50% interest it did not 
own in a real estate partnership. It was offset by a decrease in cash 
resources of $52 million. 


Cash from operating activities increased in 1994 due to higher net 
earnings. A substantial portion of the increase in 1994 net earnings 
arises from a $65 million improvement in CT Financial Services’ 
provision for investment losses which does not generate additional 
cash. However, the improvement in actual investment losses and 
write-offs amounted to $75 million. During 1994, a considerable por- 
tion of cash from operations was reinvested to support working 
Cash from 

continuing operations 


($ millions) 


90 91 92 93 94 


capital requirements. In particular, Imperial Tobacco inventory levels 
rose during 1994 in order to replenish the low levels that existed 


at the end of 1993 and to support higher business volumes. Also, land 


inventories at Genstar Development were replaced at a greater rate 
in1994 than in 1993. This was partially offset by an increase in taxes 
payable, principally reflecting higher earnings and the tobacco sur- 
taxes. Other fluctuations in working capital balances are detailed in 
Note 23 on page 50. 


Cash from operating activities was again sufficient to fund dividend 
payments and capital expenditures. Dividend payments by class 


of share are detailed in Note 22 on page 50. The comparability of divi- 


dend payments between 1994 and 1993 is affected by capital 


transactions during these years and by changes in dividend rates dur- 


ing 1994. Dividends on preference shares declined following the 
June 30,1994 redemption of $15 million of Perpetual First Preference 
Shares, Series D and the repricing on the same date of the dividend 
rate on the remaining $135 million from 7.90% to 6.90%. In addi- 
tion, dividends were paid fora partial year in 1993 on the $200 mil- 
lion of 7.375% Retractable First Preference Shares, Series C, 


which were redeemed on July 17,1993. The fourth quarter 1994 repur- 
chase of $6 million of 6% Cumulative Preference Shares will 
affect dividend payments in 1995. The number of common shares 
outstanding decreased to 116,740,668 at December 31,1994 from 
119,186,603 the previous year, principally due to shares repurchased 
under the company’s normal course issuer bids. A full reconciliation 
of common share activity is provided in Note 16 on page 49.The 
impact of the reduction in the number of common shares on dividend 
payments was more than offset by the increase in the annual divi- 
dend rate per common share, which rose to $1.56 in1994 from $1.48 
in1993.The 1994 common dividend payout ratio, or ratio of divi- 
dends per common share to earnings per common share, was 37.3%, 
compared with 45.4% in 1993. On February 2,1995, Imasco’s Board 
of Directors approved an increase in the indicated annual divi- 
dend rate for 1995 to $1.92 per share. Based upon this new rate and 
the number of common shares outstanding at December 31,1994, 
dividend payments on common shares will increase by approximately 
$40 million during 1995. However, any common share repurchases 
by the company in 1995 will cause this amount to be lowered. On Feb- 
ruary 2,1995, Imasco’s Board of Directors also recommended 

that the stock be split on a two-for-one basis. This will be submitted 
for approval at the Annual and Special Meeting of Shareholders 

on May 2,1995. 


Gross additions to capital assets, detailed by company, are listed on 
page 53. Additions to capital assets at Imperial Tobacco during 
1994 were primarily to upgrade and maintain manufacturing and pro- 
cessing facilities and to invest in technology. The level of spending 
at Imperial Tobacco is expected to increase considerably during 1995, 
as the company embarks on a major program to modernize its 
manufacturing facilities and continues its technology-related spend- 
ing. Capital expenditures at CT Financial Services continue to be re- 
lated to technology and to the on-going expansion of the retail branch 
network and alternative delivery systems. Disbursements in these 
areas are expected to rise in 1995. Total US dollar capital expenditures 
at Hardee's increased by 7% in 1994. Expenditures on restaurant 
operations increased in 1994, reflecting higher spending on restaurant 
maintenance and remodelling, new restaurant openings, anc 


rant openings, 
formation systems. FFM's 1994 capital expenditures were lower than 
in 1993, as investments in new equipment decrease 
Canadian dollar also contributed to the increase in capital a 
tions reported by Hardee's in 1994. It is expected that 1995 capita 
expenditures on restaurant operations will rise and will principally be 
made for restaurant remodelling and enhancement and intorma- 
tion systems. Spending at FFM should also increase. The nature of 
capital expenditures at Shoppers Drug Mart/Pharmaprix was 
modified during 1994 to place greater emphasis on information tec! 
nology, particularly point-of-sale computers, and less emphasis 
on store renovations and openings. The transition to a centralized pul 
chasing and distribution system commencing in 1995, discussed on 
page 34, will result in considerable new capital asset additions in 1995, 
particularly for company-owned distribution centres and informa- 
tion technology. The company expects its 1995 capital spending on 
store renovations to approximate 1994 levels, while acquisition oppor 
tunities will likely lead to increased spending in that area. On a con 
solidated basis, |masco’s 1995 additions to capital assets are expect- 
ed to approximate $400 million and will be funded internally. 


In1995, Imasco expects internally generated cash flows to be suffi- 
cient to fund its cash requirements for operations, capital expendi- 
tures, dividends, and further common share repurchases. In addition, 
unused credit facilities are available to meet other cash requirements 
that may arise. 
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Imasco Limited 

Notes to the Consolidated Financial Statements 
For the years ended December 31 

In millions of dollars 


1. Notes receivable, investments, and other 


4. Capital assets 


1994 1993 1992 1994 1993 1992 
Notes receivable’ 79 60 82 Land 184 120 120 
Securities” 75 20 30 Buildings 514 359 341 
Joint ventures and partnerships® 38 44 36 Equipment 1,061 1,025 959 
Deferred income taxes 24 = — Leasehold improvements 539 561 532 
Deferred charges* 14 21 23 Favourable leases TRS 79 73 
Other 3)) 51 39 Property under capital leases ie 22 28 
285 196 210 2,390 2,166 DADS: 
. Accumulated amortization (1,135) (1,040) (921) 
Represents notes receivable from restaurant licensees and drug- 1,255 1,126 1,132 
store associates. 
Accumulated amortization is summarized below: 
2 Market value amounted to $72 million at December 31,1994 
(1993—$20 million; 1992—$32 million). 1994 1993 1992 
3 Equity earnings of joint ventures and partnerships amounted to Buildings 130 [20 ee 
$3 million during 1994 (1993-$1 million; 1992-$2 million). Equipment 692 623 967 
Leasehold improvements 262 248 206 
4 Amortization of deferred charges amounted to $11 million during Favourable leases A BF) 28 
1994 (1993-$6 million; 1992 —$8 million). Property under capital leases 10 12 20 
17135 1,040 921 
2, Loans—Financial Services ene e 
Amortization expense is Summarized below: 
1994 1993 1992 
1 
Mortgages —residential Zoe 23,672 22,350 ae bie EES ou 
= —— Buildings ile Is 15 
Mortgages—commercial 2,846 3,214 SOOS enor on 139 101 94 
and collateral 6,209 5,332 AA Be mee 
—— - Leasehold improvements 41 44 40 
Corporate 1,028 1,382 1,921 
ara Favourable leases 8 g 9 
Credit card receivables 611 450 S/S 
pene Meniostd Property under capital leases 1 1 1 
equipment leases 387 416 439 ee ue Ui 
37,010 34,466 33,061 1 The net book value of capital assets, other than land, not being 
amortized amounted to $17 million at December 31,1994 (1993- 
$12 million; 1992-—$20 million). 
3. Securities — Financial Services 
1994 1993 1992 
Stated Market Stated Market Stated Market 
value value value value value value 
Bonds and debentures 
Canada 2,929 2,912 2,495 2,498 2,579 DEoy/a 
Provincial 396 395 663 678 305 305 
Corporate 480 476 413 414 336 334 
U.S. federal government and other 111 110 282 283 272 DIES) 
3,916 3,893 Sobe Gere) 3,492 3,483 
Stocks 
Preference 1,181 1,181 1,228 1,300 1,511 1,507 
Common 14 174 144 156 G7 141 
1 208 ono Welz 1,456 1,648 1,648 
Mortgage-backed securities 
Government insured IRC PAS) 1,261 1,405 1,422 1,199 1,224 
Other insured 298 293 Sie S75 S27, 330 
1,621 1,554 Vt7s il AS 1po26 1,554 
6,892 6,802 7,003 7,126 6,666 6,685 
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Imasco Limited 

Notes to the Consolidated Financial Statements 
For the years ended December 31 

In millions of dollars 


5. Non-performing investments -—Financial Services 7. Real estate investment properties -—Financial Services 
Included in each investment category are the following non- 1994 1993 1992 
performing investments: Investment properties 852 862 839 
1994 1993 1992 Development and resale 
Loans in arrears properties 98 103 38 
Mortgages—residential 69 145 197 — 950 965 877 
Mortgages—commercial 104 130 194 Accumulated amortization (82) (66) (54) 
Corporate 170 174 350 —- 868 899 823 
Other 22 43 53 Real estate acquired in 
Securities - 35 5 settlement of loans—net fe 68 100 
Real estate acquired in 945 967 923 
SOS IMSTNGY eels VS N07 131 Amortization of real estate investment properties amounted to $6 mil- 
Non-performing investments 509 634 930 lion in 1994 (1993-$5 million; 1992-$4 million). There was no interest 
Allowance for investment capitalized in cost of real estate investment properties during 1994 
losses (Note 6) 372) (350) (342) (1993-$1 million; 1992-—$4 million). 
Net non-performing 
investments 137 284 588 8. Capital assets and other-Financial Services 
: : : 1994 1993 1992 
6. Allowance for investment losses -— Financial Services mead 39 78 66 
1994 1993 ey aullielines 211 200 175 
Beginning of year 350 342 497. Equipment a2 435 384 
Provision charged to earnings 1A( 205 236 Leasehold improvements sa 153 137 
Foreign exchange adjustment 6 2 a — — 866 762 
Investment losses and write- Accumulated amortization (456) (397) (327) 
offs, net of recoveries (124) (199) (9g) Capitalassets 47 469 435 
Brecon veer 372 350 342 Capitalized servicing rights 33 Sis) SO 
u Purchased servicing rights 41 25 31 
The apportionment of the allowance for investment losses Is Sum- Other 13 14 22 
marized below: 563 543 523 
1994 1993 1992 Accumulated amortization is summarized below: 
oars 99 1992 
Mortgages — residential A6 64 60 = Ue 1993 
Mortgages—commercial 92 69 75 Buildings : 61 53 
Corporate 136 100 111. Equipment 291 252 203 
Other 27 35 35 Leasehold improvements 95 84 7 
Securities 22 43 30 456 397 327 
Beste state acquire ip Amortization expense is Summarized below: 
settlement of loans 38 39 $}1 
372 350 342 1994 1993 1992 
Buildings 10 10 9 
Specific allowance 177 194 211 Equipment 65 61 56 
General allowance 195 156 131. Leasehold improvements 13 12 13 
372 350 342 88 83 78 
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Imasco Limited 

Notes to the Consolidated Financial Statements 
For the years ended December 31 

In millions of dollars 


9.Long-term debt 


1994 1998 1992 
Term loans'** 821 701 765 
Debentures 
11.85% due February 1996 150 150 150 
104% due November 1996 200 200 200 
104% due April1998 150 150 150 
10%% due December 2001 150 150 150 
9.85% due April 2002 150 150 150) 
8.375% due June 2003 150 150 - 
10%% repaid 1994 - 28 30 
950 978 830 
Notes payable and other 
77% to 11.9% medium-term 
notes due to 1998" 139 201 246 
104% repaid 1993 - - 100 
Capital lease and other 
obligations”® es 16 18 
156 DVI 364 
1,927 1,896 1,959 


Term loans consisting of unsecured notes, some of which mature 
within one year, are supported by committed bank term credit facil- 
ities of $1.8 billion (US $1.25 billion) expiring in 2001 and $175 million 
(US $125 million) expiring in1998. Term loans outstanding at Decem- 
1,1994 carried a weighted average interest rate of 6.8% (1993 - 


$552 million). 


The Corporation has entered into fixed interest rate swap contracts 
(swaps) and forward rate agreements (FRAs) to manage exposure 
to movement in interest rates. Interest payments on US $150 million 
tloating rate term loans have effectively been converted through 
swaps to fixed interest rates of approximately 6.3% with terms end- 
ing between 1996 and 1998, and interest payments on US $100 mil- 
lion floating rate term loans have effectively been converted through 
FRAs to fixed interest rates of approximately 7.4%. The FRAs 
mature during 1995. At December 31,1994, the swaps had a favour- 
able fair market value of $10 million while the FRAs had a slight 
positive value. All of the above were contracted with financial institu- 
tions rated AA or better. 


4 Medium-term notes carried a weighted average interest rate of 
10.0% at December 31,1994 (1993-10.2%; 1992-10.5%). 


5 Capital lease obligations amounted to $13 million at December 31, 
1994 (1993-$14 million; 1992-$15 million) and expire on various dates 
to 2010. The aggregate minimum commitment under such leases 
totalled $28 million at December 31,1994 (1993-$30 million; 1992 — 
$33 million). 


Long-term debt maturities over the next five years are estimated as 
follows: 1995-$116 million; 1996-—$362 million: 1997-$6 million: 
1998-$345 million; 1999-$3 million. Maturities in1995 are expected 
to be refinanced through existing committed long-term credit 
facilities and have therefore been classified as long-term debt. 


10. Deferred credits and other liabilities 


1994 1993 1992 

Deferred gain' 11 73 76 
Deferred income taxes - i) 21 
Other liabilities 134 107 79 
145 189 176 


1 The1994 amount represents the deferred gain pursuant to a1988 
sale and leaseback transaction in which the land and buildings of 

101 restaurant properties were sold to a third party and leased back for 
an initial minimum period of 15 years. The deferred gain, which 
amounted to $12 million at December 31,1993 and $13 million at Decem- 
ber 31,1992, is being amortized over the term of the lease. The lease 
is accounted for as an operating lease. 


A second sale and leaseback transaction was completed during 1988 
in which the land and buildings of 279 restaurants were sold to a 
joint venture formed by a subsidiary of the Corporation and a third 
party and were subsequently leased back. The gain resulting from 
this transaction was deferred. In April1994, the subsidiary purchased 
the 50% interest it did not own in the partnership, which resulted 

in the elimination of the unamortized deferred gain balance. Refer to 
Note 26 on page 51 for additional details concerning the acquisition. 


11. Deposits—Financial Services 


1994 1993 1992 

Demand 205116 20,802 ZOO 
Term 28S 19,618 19,104 
42,499 40,420 39,181 


Canada Trustco Mortgage Company (Canada Trustco), a wholly owned 
subsidiary of CT Financial Services, issued $500 million 99-year 
term deposit receipts maturing September 20, 2089 with interest 
payable at 12.75% per annum. Subsequent to issue, interest cou- 
pons payable in years 11 through 99 were purchased and cancelled. 
The present value of these coupons of $242 million (1993-$213 mil- 
lion; 1992-—$189 million) is offset against the deposit receipts 

of $518 million (including accrued interest) included in deposits in the 
consolidated balance sheets as of December 31,1994,1993, and 
1992: however, there is no legal right of offset in the event of default. 
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Imasco Limited 

Notes to the Consolidated Financial Statements 
For the years ended December 31 

In millions of dollars 


12. Borrowings and other liabilities — Financial Services’ 


1994 1993 1992 
Advances from Federal Home 
Loan Bank 2.67% to 8.61% 
due to 2007* 2,124 1,869 1,719 
Notes, mortgages, debentures, 
and other borrowings 
11.2% notes due to 2009” 28 28 28 
10.25% guaranteed notes 
repaid 1993 - - 105 
6% to 12.75% mortgages 
due to 2012* 246 250 25s 


Prime rate $75 million Series A, 

convertible redeemable 

debentures due 2009° 78 qt 78 
Variable rate $200 million 

money market convertible 

redeemable debentures 


due 2010° 201 201 201 
5.5% to 8.5% securities sold 
under agreements to repur- 
chase within one year’ 703 397 299 
Other advances” 216 197 162 
a2 1, Ue iZe 
Subordinated debentures 
8.125% $150 million Series 1, 
capital debentures due 2003") 154 154 - 
10.05% $150 million Series 2, 
capital debentures due 2014 =| 56 - ~ 
310 154 = 
Borrowings 3,906 SAIS 2,845 
Other liabilities 42 66 30 
3,948 3,239 2,875 


1 Amounts reported include accrued interest. 


2 Secured by pledges of qualifying collateral, primarily mortgages. 
The market value of the pledged qualifying collateral is at least 110% 
of the amount of the advances. 


3 Secured by assets with an estimated value of $28 million. 


4 Primarily first and second real estate mortgages secured by 
assets with an estimated value of $268 million at December 31,1994 
(1993-$269 million: 1992 —$274 million). Also includes collateralized 
mortgage obligations secured by pledges of Federal Home Loan 
Mortgage Corporation mortgage-backed certificates with a carrying 
value of $15 million (1993-$18 million; 1992—$21 million). 


5 Convertible at any time into preference shares of Canada Trustco 
at either the holder's or issuer's option and redeemable at the 
issuer's option. The issuer's conversion and redemption privileges 
require the consent of the Superintendent of Financial Institutions. 


6 Convertible at the issuer's option, in whole, into preference 
shares of CT Financial Services and at the holder's option, in whole, 
at any time after May 17, 2009. 


7 Collateralized by mortgage-backed securities and US. treasury 


bills with a market value of $654 million (1993-—$401 million: 1992 — 
$302 million). 


8 Represents advances from borrowers for taxes and insurance. 


9 Redeemable by Canada Trustco on or after March 12,1998, with 
the consent of the Superintendent of Financial Institutions. After 
March 12,1998, the debentures bear interest at the bankers’ accep- 
tance rate plus 1%. 


10 Redeemable by Canada Trustco on or after August 4,1999. The 
debentures are also exchangeable by the holder on or after August 4, 
1999, after notice from Canada Trustco, for an equal aggregate 
principal amount of investment certificates or a new issue of subor- 
dinated indebtedness of Canada Trustco. Both privileges require 
the consent of the Superintendent of Financial Institutions. 


The required principal repayments for each of the next five years are 
as follows: 1995-—$1,679 million; 1996- $808 million; 1997-—$499 mil- 
lion; 1998—$143 million; 1999-—$15 million. 


13. Derivative financial instruments—Financial Services 


CT Financial Services enters into interest rate swap contracts, interest 
rate options, forward rate agreements, foreign exchange contracts, 
and options on Eurodollar futures contracts as a principal to manage 
exposure to movement in interest rates and foreign currency that 
may affect its assets and liabilities. The company does not enter into 
contracts as an intermediary to earn fee income. These contracts 
are not reflected in the consolidated balance sheets. 


The main risks associated with derivative financial instruments are 
credit risk and market risk. These include the risk that a counterparty 
will default on its contractual obligations. Management of CT Finan- 
cial Services monitors these risks regularly by the use of modelling 
and simulation techniques to ensure that limits established by pol- 
icy and capital resources are not exceeded. 


Notional amount is the value upon which contracts are based. Risk- 
weighted value is the value of contracts, calculated in accordance 
with regulatory definition, against which CT Financial Services is 
required to maintain capital. Fair market value is the net present value 
of expected cash flows of all contracts. Credit exposure amount is 
the cost to replace contracts that have value, should the counterparty 
fail to meet its obligations. 


1994 1993 1992 
Notional amount 
Interest rate Swaps 10,300 4,401 3,099 
Interest rate options 5,425 4,716 328 
Forward rate agreements 724 - = 
Foreign exchange contracts 881 49) 197 
Options on Eurodollar 
futures contracts 14,939 2,383 1,589 
32/269 inPoon AS 
Risk-weighted value 
Interest rate swaps 10 17 5 
Interest rate options 20 ] 1 
Forward rate agreements - = 
Foreign exchange contracts 7 4 1 
Options on Eurodollar 
futures contracts 7 _ = 
44 16 7 
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Notes to the Consolidated Financial Statements 
For the years ended December 31 

In millions of dollars, except number of shares data 


13. Derivative financial instruments—Financial Services 


(continued) 
1994 1993 1992 
Fair market value 
Interest rate swaps (24) (227) (67) 
Interest rate options lies 6 1 
Forward rate agreements = = = 
Foreign exchange contracts (82) (8) (30) 
Options on Eurodollar 
futures contracts 20 1 = 
31 (228) (96) 
Credit exposure amount 
AAA rated counterparties 3 2 - 
AA rated counterparties 91 38 9 
A rated counterparties 60 4 2 
Other counterparties — - 1 
Options on Eurodollar 
futures contracts 20 1 - 
174 45 12 


14. Preference shares of subsidiary companies-—Financial 
Services 


ssued and outstanding preference shares of subsidiary companies, 
all owned by third parties, are as follows: 


1994 1993 1992 
CT Financial Services 
200 Cumulative reaeemable 
perpetual first preference 
shares—series 1' 100 100 100 


2,000,000 Non-cumulative 
redeemable perpetual first 
preference shares—series 2° 50 50 50 
6,000,000 Non-cumulative 
redeemable first preference 
shares—series 4° 
2,000,000 Non-cumulative 
redeemable first preference 
shares—series 5* 63 63 = 
Canada Trustco 
5,388,342 Cumulative redeem- 
able preference shares 
(1993-5,527.642- 


150 150 = 


1992-—5,625,042) 124 20 129 
Truscan Realty Limited? 
2,000,000 Cumulative redeem- 
able preference shares® 50 50 50 
537 540 329 


| The dividend rate is determined quarterly by negotiation or auction 
procedures. Redeemable at $500,000 per share plus accrued and 
unpaid dividends. 


2 The dividend rate is 8.50% to March 28,1995 and thereafter will be 
set at 70% of prime and adjusted based upon the trading price of 
the shares. Redeemable on March 31,1995 at $25.00 per share and on 


or after April1,1995 at $25.125 per share for either cash or common 
shares of CT Financial Services at 95% of the market price of the com- 
mon shares. 


3 The dividend rate is 735%. Redeemable on or after February 1, 2003 
at $25.00 per share plus accrued and unpaid dividends. Convertible 
on or after August 1, 2003, at the option of the issuer, into that number 
of common shares of CT Financial Services determined by divid- 

ing $25.00 by the greater of $2.00 and 95% of the weighted average 
trading price of the common shares of CT Financial Services fora 
defined period immediately prior to the date of conversion. CT Finan- 
cial Services has the right to redeem or find a substitute purchaser 
for the tendered shares. 


4 The dividend rate is 6.40%. Redeemable on or after February 1, 2003 
at US $25.00 per share plus accrued and unpaid dividends. Conver- 
tible on or after August 1, 2003, at the option of the issuer, into that 
number of common shares of CT Financial Services determined by 
dividing US $25.00 by the greater of US $2.00 and the US dollar equiv- 
alent of 95% of the weighted average trading price of the common 
shares of CT Financial Services for a defined period immediately 
prior to the date of conversion. CT Financial Services has the right to 
redeem or find a substitute purchaser for the tendered shares. 


5 Truscan Realty Limited (Truscan) is an indirectly wholly owned 
subsidiary of CT Financial Services. 


6 CT Financial Services has entered into a purchase agreement 
whereby, in the event Truscan fails to make any dividend payment, 
orredemption orretraction payment, it will purchase any out- 
standing series 1 preference shares of Truscan at $25.00 per share 
plus accrued and unpaid dividends. 


15. Non-controlling interest 


1994 1993 1992 

CT Financial Services 47 43 39 
First Federal 4 & S 
Meridian Securities 2 = - 
53 46 42 
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16. Capital stock 
Authorized: 
An unlimited number of First and Second Preference Shares, 
issuable in series; 


120,500,000 common shares. 


Issued and outstanding: 


1994 1993 1992 
270 6.90% Perpetual First 
Preference Shares Series D' 135 150 150 
8,000,000 7.375% Retractable 
First Preference Shares 
Series C’ = = 200 
1,191,888 6% Cumulative 
Preference Shares” = 6 6 
116,740,668 common shares 
(1993-119,186,603 
1992-119,099,363)* 795 811 807 
930 967 1,163 
Changes in issued and outstanding common shares were as 
follows: 
Shares Amount 
December 31,1991 119,114,183 802 
Issued at $26.00 to $36.00 on the 
exercise of stock options 244 580 7, 
Shares repurchased” (259,400) (2) 
December 31,1992 119,099,363 807 
Issued at $27.50 to $39.63 on the 
exercise of stock options 181,540 5) 
Shares repurchased” (94,300) (1) 
December 31,1993 119,186,603 811 
Issued at $27.63 to $28.25 on the 
exercise of stock options 40,265 1 
Shares repurchased” (2,486,200) (17) 
December 31,1994 116,740,668 795 


1 The dividend rate is set at 6.90% until June 30,1999 and thereafter 
can be reset through negotiation or auction procedures. Prior to 

July 1,1994, the dividend rate had been set at 790%. The shares are 
redeemable at the Corporation's option at $500,000 per share 
plus accrued and unpaid dividends. On June 30,1994, 30 shares were 
redeemed at their stated value of $500,000 each. 


2 Redeemed on July 17,1993 at their stated value of $25.00 each, plus 
accrued and unpaid dividends. 


3 Repurchased in November 1994 at their stated value of $4.867 each. 


4 The weighted average number of outstanding common shares 
used in the determination of earnings per common share for 1994 
was 118,435,989 (1993-119,151,946; 1992-119,122,033). 


5 Represents the number and total average stated value of shares 
repurchased under normal course issuer bids authorized by the 
Corporation's Board of Directors. Under the current program, in effect 
from August 5, 1994 to August 4, 1995, the Corporation !s authorized 
to repurchase up to 3,000,000 of its common shares at the pre- 


vailing market price. At December 31,1994, 1,771,400 common shares 
had been repurchased under the current issuer bid. Repurchased 
shares are restored to the status of authorized but unissued shares. 


Under the Corporation's Stock Option Plan, options to purchase com- 
mon shares of the Corporation may be granted to certain employees. 
Each option enables the holder to purchase one common share 

of the Corporation at an option price equal to the closing price per com- 
mon share for a board lot sold on The Toronto Stock Exchange 

on the last trading day prior to the date of the grant. The options expire 
not later than 10 years after the date of the grant and are generally 
first exercisable two years following the date of the grant. During the 
periods reported, exercise of the stock options would dilute 
earnings per common share by $0.02 or less. 


Details of the stock options outstanding were as follows: 


1994 IS9s 1992 
Outstanding, beginning of 
year 1,694,955 1,481,070 1,429,110 
Granted 385,650 416,675 326,630 
Exercised (40,265) (181,540) (244 580) 
Cancelled (43,100) (21,250) (30,090) 
Outstanding, end of year 1,997,240 1,694,955 1,481,070 
Weighted average exercise 
price of stock options 
outstanding, end of year $34.97 $34.60 $32.65 
17. Financial services interest expense 
1994 IS9E 1992 
Demand deposits 523 SG) 709 
Term deposits eas 1,493 1,700 
Advances from Federal Home 
Loan Bank 105 79 79 
Notes, mortgages, and 
debentures 44 44 51 
Other borrowings 25 2 qa 
Subordinated debentures 19 10 - 
Net expense on derivative 
financial instruments 719 80 2 
2,205 220 2,571 
18. Interest expense 
1994 1993 1992 
Interest on long-term debt 168 7s 18) 
Premium on debt redemption 14 = 2 
Interest on capital leases ye 2 2 
Other interest—net (1) (6) d 
183 171 189 
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19. Income taxes 


The effective income tax rate varies from year to year due to factors 
such as changes in statutory income tax rates, the imposition of 
temporary surtaxes, variations in special tax incentives made avail- 
able under tax legislation and differences in the extent to which 
they may be claimed, and differences in the geographic and indus- 
trial mix of earnings. 


The principal factors causing the difference between the effective 
income tax rate and the combined federal and provincial tax rate in 
Canada are as follows: 


1994 igs 1992 

Combined federal and provincial 

income tax rate 41.7% 41.9% 41.6% 
Tax exempt investmentincome (4.3) (4.9) (8.9) 
Non-deductible goodwill 

amortization DS) Sul Ch 
Foreign income taxed at lower 

rates (4.7) (6.6) (7.4) 
Manufacturing and processing 

allowances (3.5) (27) (2.1) 
Other items 1.8 (0.5) Als, 
Effective income tax rate, 

excluding tobacco surtaxes 33.3% 30.3% 30.6% 


The components of the provision for income taxes are as follows: 


1994 1993 1992 
Current 301 211 166 
Deferred (9) (19) 14 
292 192 180 


20. Dividends on preference shares of subsidiary companies 
and non-controlling interest 


1994 1993 1992 
Dividends on preference shares 

of CT Financial Services and 

its subsidiaries 36 31 23 
Non-controlling interest in 

CT Financial Services’ net 


earnings 4 S 4 


21. Capital transactions 


1994 1993 1992 
Cost of common shares 
repurchased in excess 
of stated value 76 3 7 
Cost of issuing securities by 
a subsidiary, net of tax 3 = 
76 6 7/ 


22. Dividends 
1994 1993 1992 
6.90% Perpetual First Pref- 
erence Shares Series D' 11 (2 Ww 
7.375% Retractable First Pref- 
erence Shares Series C _ 8 15 
6% Cumulative Preference 
Shares? = = = 
Common shares® 185 17s 162 
196 197 189 


1 The attributes of the Series D Preference Shares provide that no 
dividends may be declared, paid, or set apart for payment on the 
common shares unless all dividends payable on such preference 
shares have been declared and paid, or set apart for payment. 


2 The dividend paid amounted to $348,000 for 1994 (1993 and 
1992-—$348,000). 


3 The Board of Directors of the Corporation has no fixed policy with 
respect to the payment of dividends on the Corporation's common 
shares. However, the Corporation has declared and paid dividends 
on its common shares every year since its inception. 


Refer to Note 16 on page 49 for details of changes in the number of 
issued and outstanding preference and common shares. 
23. Changes in non-cash current assets and liabilities 


Changes in non-cash current assets and liabilities relating to opera- 
tions were as follows: 


1994 1993 1992 
(Increase) decrease in current 
assets 
Accounts receivable and 
other 35 4 23 
Inventories (102) 44 (11) 
Increase (decrease) in current 
liabilities 
Accounts payable and other 28 5 15 
Income, excise, and other 
taxes 69 (13) (50) 
30 40 (23) 
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24. Retirement benefits 


Pension benefits are available to substantially all full-time employees 
under the Corporation's registered defined benefit plans. The 
registered pension plans are funded through contributions based on 
actuarial cost methods as permitted by pension regulatory bodies. 
The Corporation also makes supplementary retirement benefits avail- 
able to certain employees under unregistered plans. Employees 

of CT Financial Services and First Federal are covered by separate 
pension plans, as described in Note 25. 


Earnings are charged with the cost of benefits earned by employees 
as services are rendered. Benefits under these plans are based on 
the employee's years of service and final average pay. The projected 
benefit obligations were determined using assumed discount 
rates ranging from 8% to 8%% (1993-7 %% to 8%: 1992-8%) and 
assumed increases in compensation rates ranging from 4%% to 

6% (1993-47% to 6%; 1992-5% to 6%). The assumed long-term rates 
of return on assets ranged from 8% to 87% (1993-7%,% to 8%: 
1992-8%). 


The Corporation has immunized itself against the impact of future 
changes In interest rates on the assets and the projected benefit obli- 
gation related to Canadian retirees, which amounts to approximately 
$257 million. Both the assumed discount rate used to project 

this obligation and the assumed rate of return on the related assets 
were 74%. 


Effective January 1,1995, Hardee's Food Systems elected to sponsor 
defined contribution plans for its full-time employees other than its 
manufacturing and distribution employees. [he pension benefits to 
December 31,1994, under the previous defined benefit plans, have 
been vested for the affected employees and are preserved for future 
retirement under regular pension commencement rules at normal 
or early retirement. 


The status of the Corporation’s pension plans was as follows: 


1994 1993 1992 

Plan assets at market related 

value 632 ia ais 
Projected benefit obligations 633 598 537 
Plan assets (less than) 

in excess of projected 

benefit obligations (1) (21) 38 
Projected benefit obligations 

for supplementary 

retirement benefits’ 73 69 61 
Pension expense” 32 31 24 


1 Represents unfunded obligations which, under the Canadian plan, 
are secured by an irrevocable letter of credit in the amount of 
$53 million. 


2 Includes the cost of both registered and supplementary benefits. 


The Corporation provides limited health benefits for eligible employ- 
ees upon retirement. During 1994, these costs were approximately 
$3 million (1993—$3 million; 1992—$2 million). In Canadian operations, 
the cost of these benefits is expensed as incurred, while in US. _ 
operations, cost is determined on an accrual basis in accordance with 
US. reporting requirements. 


25. Retirement benefits—Financial Services 


Pension benefits are available to all Canadian employees of CT Finan- 
cial Services under the company’s contributory pension plan. 

The plan consists of a defined benefit section and a money purchase 
section. Earnings are charged with the cost of benefits earned 

by employees as services are rendered for both sections of the plan. 


The pension plan for Canadian employees has been valued based 
upon the following assumptions: 84% average annual investment 
return and 64% average annual increase in compensation rates. 


The status of CT Financial Services’ pension plan was as follows: 


1994 1998 1992 

Plan assets at market value 324 332 DIES! 
Projected benefit obligations 

Defined benefit section 213 210 201 

Money purchase section ee balks) 87 

335 S25 288 

Plan assets (less than) in ex- 

cess of projected benefit 

obligations (11) 7 (15) 
Pension expense 11 11 10 


Employees of First Federal are covered by separate non-contributory 
pension plans, which offer comparable benefits and are funded 
by First Federal. The plans were fully funded at December 31,1994. 


CT Financial Services provides certain health benefits for eligible Cana- 
dian employees upon retirement. The cost of these benefits is 
expensed as incurred. During 1994, these costs were approximately 
$1 million (1993 and1992-$1 million). 


First Federal provides certain health benefits for eligible employees 
upon retirement and accounts for the cost of these benefits in 
accordance with US. reporting requirements. [he amount expensed 
during 1994 with respect to these benefits amounted to $1 million 
(1993 and1992-—$1 million). 


26. Business acquisition 


In April1994, Hardee’s Food Systems purchased the 50% interest It 
did not own in a partnership holding the land and buildings of 279 
Hardee's restaurants, fora cash consideration of $28 million (US $20 
million). The partnership was created in 1988 as part of a sale and 
leaseback transaction, and Hardee's investment therein was account- 
ed for by the equity method. The effects of the acquisition and 

the resulting consolidation of Hardee's investment are summarized 
as follows: 


Cdn $ US $ 
Capital assets acquired 192 139 
Elimination of deferred gain 64 46 


Long-term debt assumed (2) (153) 
Elimination of equity investment (17) (12) 
Total cash consideration 28 20 


Subsequent to the acquisition, available cash resources were used 
to redeem the partnership debt assumed. The acquisition was 
accounted for by the purchase method of accounting, and earnings 
have been recorded from the date of acquisition. 
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27. Business disposal 


In January 1994, Imasco, through its indirectly wholly owned subsidi- 
ary, Hardee’s Food Systems, entered into an agreement to sell 
84 Roy Rogers restaurants in the Philadelphia market for $29 million 
(US $22 million). The transaction resulted in a one-time charge to 
1993 net earnings of $15 million (net of tax recovery of $9 million). 


28. Operating lease commitments 


The Corporation has commitments with respect to real estate oper- 
ating leases, which are for terms of one to 27 years. 


The minimum annual commitments under such leases and the 
amounts assumed by drugstore associates and other third parties 
are approximately as detailed in the accompanying table. 


Rental Assumed by Net rental 
commitment third parties commitment 


231 109 122 
211 98 113 
190 88 102 
152 71 81 
126 Se) 67 


be minimum annual rental commitments as listed above do not 
reflect escalation and percentage-of-sales clauses contained in some 
leases, Net rentals under leases, including escalation and percentage- 
es payments, amounted to $143 million for the year ended 
nber 31,1994 (1993-$175 million; 1992-$172 million). The Corpo- 
ration also has operating lease commitments for equipment for 
terms of one to 10 years, with a minimum annual rental of approxi- 
mately $28 million. 


ses 
sa 
[cer 


29. Related party transactions 


B.A.1 Industries p.l.c., through the ownership of 41.3% of Imasco’s 
common shares, is defined as a related party. Transactions with 
B.A.T Industries p.|.c. and its subsidiaries were as follows: 


1994 1998 1992 
Fees| i 1 1 
Export sales of leaf tobacco 15 19 19 
Pasa - 1 1 
Purchase of materials ~ - 3 


i Represents payment of fees for research and development, mar- 
keting, and manufacturing services. 


30. Other information 


a. Goodwill amortization charged to earnings during 1994 amounted 
to $61 million (1993 and1992-—$60 million) and included $6 million 
(1993 and1992—$5 million) classified as operating costs. 


b. A wholly owned subsidiary of the Corporation has provided guaran- 
tees to various banks in respect of certain borrowings by drugstore 
associates. The total amount of these guarantees at December 31, 
1994 was $129 million (1993-$129 million; 1992—$112 million). 


c. Indirect wholly owned subsidiaries of the Corporation which oper- 
ate in the Land development segment have letters of credit 


outstanding that guarantee completion of work under land servicing 
agreements and commitments under land purchase agreements. 
The total amount of these letters of credit at December 31,1994 was 
$45 million (1993-—$43 million; 1992-—$42 million). 


d. During 1990, a wholly owned subsidiary of the Corporation entered 
into an agreement giving it the right, on an ongoing basis, to sell 
qualifying accounts receivable in the Tobacco segment. As at Decem- 
ber 31,1994, the subsidiary had sold, with limited recourse, accounts 
receivable for cash proceeds of $50 million (1993-$75 million; 
1992-$100 million). 


e. Research and development costs charged to earnings during the 
year amounted to $6 million (1993 and1992—$5 million). 


f. To encourage long-term share ownership, Imasco offers low inter- 
est loans to certain key executives. Eligible executives may receive 
five-year loans to purchase Imasco common shares in the open mar- 
ket or through the exercise of stock options. The total amount of 
loans that may be outstanding at any time to an executive cannot 
exceed his or her annual salary. These loans are secured by the 
shares purchased with such loans, according to a formula, and the 
interest is equal to the dividends received on the pledged shares, 
net of the income tax payable on the dividends. The carrying amount 
of outstanding share purchase loans at December 31,1994 was 

$2 million (1993 and1992-$1 million) and is classified as a long-term 
note receivable. 


g. The Corporation and Its subsidiaries are parties to claims and suits 
brought against them in the ordinary course of business. 


In addition, certain subsidiaries acquired as part of the acquisition of 
Genstar Corporation are subject to numerous claims and suits, 
most of which are asbestos related. Certain of these claims and suits 
allege significant damage. In the opinion of management, all such 
claims and suits are adequately covered by insurance or are provided 
forin the financial statements or, if not so covered or provided for, 
the results are not expected to materially affect the Corporation's 
financial position. Substantially all of the costs incurred in connection 
with the defense of asbestos-related claims and suits have been 
covered by insurance proceeds. Furthermore, lawsuits have been 
instituted by these subsidiaries seeking to establish insurance 
coverage from certain carriers who have denied such coverage. Costs 
associated with the prosecution of the coverage lawsuits are ex- 
pensed, and a portion of such costs may be recovered, should the 
suits succeed. 


On January 13,1995, a Statement of Claim in the name of three individ- 
uals was filed in the Ontario Court of Justice against Imperial 
Tobacco Limited and the two other major Canadian tobacco companies. 
The plaintiffs in the suit allege, among other things, that they are 
addicted to tobacco, that the defendants conspired to withhold infor- 
mation on addiction and manipulated levels of nicotine in tobacco 
to make it addictive, and that they are entitled to damages for losses 
said to be consequential to the alleged addiction. The plaintiffs are 
seeking to have the suit certified as a class action and to be awarded 
$1 million each, as well as punitive damages. The scope of the pur- 
ported class Is unclear but could, if plaintiffs are successful in having 
the suit certified as a class action, involve a large but indetermi- 
nate number of people. The lawsuit involves several complicated and 
novel questions of law and fact that will take years to resolve. The 
Corporation is unable to make a meaningful estimate of the amount or 
range of loss that might possibly result from an unfavourable result. 
Imperial Tobacco will vigorously defend its position, and, although 
the lawsuit Is at a very early stage and it is difficult to predict the 
outcome of lawsuits, the Corporation believes that Imperial Tobacco 
has a number of valid defenses. 
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31. Segmented financial information 


Financial information is presented according to the following industry 
segments: 


Tobacco—Imperial Tobacco: manufactures tobacco products. 


Financial Services—CT Financial Services: provides a variety of finan- 
cial intermediary and asset management services and engages in 
real estate investment activities. A subsidiary, First Federal, provides 
financial intermediary and asset management services in the North- 
east United States. 


Restaurant—Hardee’s Food Systems: operates and licenses quick- 
service restaurants, primarily in the United States. A wholly owned 
subsidiary, Fast Food Merchandisers, processes food and distributes 
food and paper products, primarily in the United States. 


Drugstore—Shoppers Drug Mart: licenses retail operations which 
specialize in prescription drugs, health and beauty aids, and a broad 
mix of consumer products. 


Land development—Genstar Development Company: conducts 
wholly owned and joint venture land development activities in Canada 
and the United States. 


Other retail operations— The UCS Group: operates retail stores which 
specialize in tobacco products, confectionery, and reading materials 
and operates travel-related specialty shops. 


Other—Corporate and other activities. 


Foreign operations include those of the Restaurant segment, First 
Federal, US. land development, and certain other activities. 


1994 1993 1992 
Revenues, net of tobacco taxes 
and duties 

Tobacco sss ent 1,083 
Financial Services 3,754 37/08 3,999 
Restaurant 2,609 ZI625 2365 
Drugstore 198 181 172 
Land development 82 98 96 
Other retail operations 194 288 302 
Intersegmental’ (33) (74) (76) 
8,134 7,972 7,941 

Canada 4,923 4,649 5,057 
United States Sea Giocs 2,884 
8,134 7,972 7,941 

Earnings from operations 

Tobacco 592 462 432 
Financial Services 333 232 D250 
Restaurant 133 86 Vil 
Drugstore 102 100 95 
Land development Di 33 34 
Other retail operations (16) (6) (4) 
AA 907 886 

Canada 955 757 751 
United States 216 150 135 
1,171 907 886 


Additions to capital assets 


Tobacco 

Financial Services 
Restaurant 

Drugstore 

Land development 
Other retail operations 


Amortization expense” 


Tobacco 

Financial Services 
Restaurant 

Drugstore 

Land development 
Other retail operations 
Other 


Acquisition goodwill 


Capital assets 


Tobacco 

Restaurant 

Drugstore 

Land development 
Other retail operations 
Other 


Financial Services 


Total assets 


Tobacco 

Financial Services 
Restaurant 

Drugstore 

Land development 
Other retail operations 
Other 


Goodwill 


Canada 
United States 


12 

11 
1,255 
476 
1,731 


709 
49,036 
ilpezC3T| 
262 
353 

aS 

285 
51,909 
1,573 
53,482 


42,172 
eH 
53,482 


267 
48,786 
1,621 
50,407 


40,354 
10,053 
50,407 


244 
46,848 
OVAL 
48,519 


39,601 
8,918 
48,519 


Intersegmental revenues consist of purchases of Imperial Tobacco 
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products by The UCS Group at normal wholesale prices. 


2 \|ncludes amortization expense on capital assets, goodwill, deferred 
charges, and other fair value allocations. 


Imasco Limited 
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For the years ended December 31 

In millions of dollars 


Net earnings 

Deduct: CT Financial Services net earnings to common 
Add: CT Financial Services dividend 

Amortization 

Other non-cash items 

Earnings adjusted for non-cash items and CT Financial Services dividend 
Changes in non-cash current assets and liabilities 
Increase in other liabilities 

Additions to capital assets 

Proceeds from disposal of capital assets 

Changes in notes receivable, investments, and other 
Dividend payments 

Net cash available 


Acquisition of interest in real estate partnership 
Redemption of preference shares 

Repurchase (issue) of common shares—net 
Repayment of long-term debt—net 

Increase (decrease) in net cash balances 

Net cash utilized 
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1994 
506 
(196) 

93 
249 
(9) 
643 
30 
24 
(181) 
V1 
(81) 
(196) 
310 


28 
21 
a2 
221 
(52) 
310 
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1994 


March June September December 
System sales 317 710 4,173 4,242 4,241 
Revenues 2,176 2,393 2,421 2,395 
Revenues, net of tobacco taxes and duties 1,855 2,081 2.102 2,096 
Earnings from operations 
Imperial Tobacco 114 148 161 169 
CT Financial Services 73 88 89 83 
Hardee’s Food Systems D 47 50 an 
Shoppers Drug Mart 20 WO. a6 34 
Genstar Development Company 4 ‘ld 6 6 
The UCS Group (3) (14) 1 = 
210 302 Soo 326 
Amortization of acquisition goodwill 13 15 INS: 14 
Other costs and administration 15 14 14 13 
Interest expense 42 55 41 45 
Provision for income taxes 48 70 91 83 
Provision for tobacco surtaxes 7 10 14 11 
Dividends on preference shares of subsidiary 
companies and non-controlling interest 10 10 10 10 
Net earnings 15 128 153 150 
Per common share 
Net earnings $0.60 $1.05 $1.27 $1.26 
Dividends $0.39 $0.39 $0.39 $0.39 
Market price—High 4A4y, SUE 397, 40/, 
—Low Sloy/ Z ao 36% 
1993 March June September December 
System sales SyisiSie) 4,158 4,230 4,232 
Revenues 2,302 2,467 2,474 2,438 
Revenues, net of tobacco taxes and duties 1,893 1,995 2,049 DOGS 
Earnings from operations 
Imperial Tobacco 99 99 127 137 
CT Financial Services 59 48 o7 68 
Hardee's Food Systems 2 41 42 1 
Shoppers Drug Mart 19 ZZ 25 34 
Genstar Development Company 10 3 9 11 
The UCS Group (2) (3) 7 (1) 
187 210 260 250 
Amortization of acquisition goodwill 13 14 ite. lis 
Other costs and administration 15 li 12 12 
Interest expense 44 44 43 40 
Provision for income taxes 42 43 58 49 
Dividends on preference shares of subsidiary 
companies and non-controlling interest 7 Ul 10 10 
Net earnings 66 26 123) 125 
Per common share 
Net earnings $0.50 $0.74 $1.00 ROL 
Dividends $0.37 $0.37 $0.37 $0.37 
Market price—High 41% Soy, Cui. 40% 
SHE 34 /, 85 367%, 


—Low 


Do 


= 
=< 
~ 
a 


Imasco Limited 

Selected Eleven Year Financial Data 
For the years ended December 31 

In millions of dollars, except as noted 


Operations 
System sales (unaudited)' 
Revenues' 
Revenues, net of tobacco taxes and duties’ 
Amortization expense 
Earnings from operations’ 
Interest expense 
Provision for income taxes 
Provision for tobacco surtaxes 
Earnings before extraordinary items 
Net earnings 
Earnings per common share before extraordinary items 
Net earnings per common share 
Dividend record 
On preference shares” 
On common shares 
Percommon share 
Cash from continuing operations 
Additions to capital assets 
Financial position 
Total assets—Financial Services® 
Total assets 
Long-term debt* 
Shareholders’ equity 
6% Cumulative Preference Shares 
Series D Preference Shares 
Series C Preference Shares 
Common shareholders’ 
Per common share 
Financial ratios 
Return on average common shareholders’ equity® 
Interest coverage ratio 
Debt to total capital ratio’ 
Common dividend payout ratio® 


1 Excludes the results of Peoples Drug Stores, Incorporated, which 
were reported separately as discontinued operations. During 1990, 
up to its disposition on September 17,1990, it reported revenues of 


$870 million and earnings from operations of $9 million. 


2 During the last five fiscal years, the Corporation has paid dividends 
on its outstanding preference shares on an annualized basis per 
share as follows: (1) 6% Cumulative Preference Shares—$0.29 to 
November 1994, when they were repurchased; (2) Series C Prefer- 
ence Shares—$1.84 from the date of issue on July 17,1986 to the date 
of redemption on July 17.1993; and (3) Series D Preference Shares, 
from date of issue on March 22,1989 to June 30,1994-$39,500 and 
from July 1,1994 after the redemption of 30 shares—$34,500. 


3 Excluding goodwill. 


1994 1993 1992 
16,426 16,453 16,210 
9,385 9,681 9,908 
8,134 VeGH2 7,941 
346 328 314 
failival 907 886 
183 Wi 189 
292 (92 180 
39 = - 
506 409 380 
506 409 380 
$4.18 $3.26 $2.97 
$4.18 $3.26 $2.97 
11 20 Dik 

185 Vai 162 
$1.56 $1.48 $1.36 
930 812 845 
280 296 296 
49,036 46,132 44,265 
53,482 50,407 48,519 
927, 1,896 F959 
- 6 6 

135 150 150 

- - 200 
3,202 2,944 2, UO? 
$27.43 $24.70 $22.69 
16.1% 13.8% IS. 
5.8x 4 7x ALS 
36.6% ST Sa 39.0% 
Sy o0 45.4% 45.8% 


4 Reflects the refinancing of $200 million Series C Preference Shares 
in1993 and $300 million of Imasco Financial Corporation preference 
shares 1n 1990. 


5 Common shareholders’ equity includes unrealized gain or loss on 
foreign currency translation. 


6 Earnings before extraordinary items less dividends on preference 
shares as a percentage of average common shareholders’ equity. 


7 Long-term debt as a percentage of long-term debt and total equity. 


8 Dividend per common share as a percentage of earnings per com- 
mon share before extraordinary items. 
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Imasco Limited 

Operating Company Statistics-Six Year Review 
For the years ended December 31 

In millions of dollars, except as noted 


1994 
Imperial Tobacco 
Revenues' 2,586 
Revenues, net of tobacco taxes and duties' 1,335 
Earnings from operations 5gzZ 
Inventories 450 
Capital assets 151 
Additions to capital assets 31 
CT Financial Services’ 
nvestment income Sy eVAG, 
Provision for investment losses 140 
Net investment income after provision for 
investment losses 975 
Earnings from operations (pre-tax earnings) Sisi5} 
Net earnings 222 
Net earnings attributed to common shareholders 196 
Percommon share 
Net earnings $1.64 
Dividends paid $0.80 
Shareholders’ equity —fully diluted $16.59 
Assets under administration (at book value) 182,415 
Corporate assets 49, 036 
Loans 37,010 
Deposits 42,499 
Shareholders’ equity 2,343 
Return on average common shareholders’ equity 
—fully diluted 10.1% 
Return on average corporate assets 0.47% 
Investment loss experience as a percentage of 
investments 0.256% 
Allowance for investment losses as a percentage 
of non-performing investments 713% 
Shareholders’ equity and non-controlling interest 
as a percentage of total assets 5 Ye 
Estimated risk-weighted capital ratios” 
Tier 1 capital 8.88% 
Tier 2 capital 2.30% 
Total capital TLS Ye 
Financial services branches—Canada 410 
—United States 81 
Automated banking machines—Canada 860 
—United States 64. 


1 Comparability is affected by the replacement of the Federal Sales 
Tax (FST) by the Goods and Services Tax (GST), effective January 1, 
1991. Since the effective date, reported amounts exclude the GST, 
While the FST was previously included. 


2 Statistics presented have been extracted from CT Financial Ser- 
vices'annual reports for the years ended December 31,1994 and prior. 


3 Represents estimated risk-weighted capital ratios for CT Financial 
Services. 
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1993 


2,860 
1,454 
462 
308 
147 
28 


S,O2 
205 


845 
232 
166 
145 


$1.22 
$0.80 
$15.57 
160,062 
46,132 
34,466 
40,420 
2,220 


1978 
0.36% 


0.437% 


55% 


5.2% 


8.59% 
179% 
10.38% 
389 

82 

643 

63 


1992 


3,050 
1,083 
432 
398 
140 
36 


3,620 
236 


813 
252 
193 
181 


$1.52 
$0.80 
$15.04 
135,044 
44,265 
33,061 
39, 1181 
1,941 


10.2% 
0.45% 


0.224% 


37% 


4.8% 


Veole7o 
T.13% 
8.44% 
373 

68 

441 

51 


199) 


2,903 
1,041 
397 
392 
123 
22 


4,006 
115 


842 
320 
222 
210 


$1.76 
$0.80 
$14.11 
124,008 
42,188 
31,203 
37,594 
1,829 


12.8% 
0.56% 


0.144% 


34% 


48% 


7.01% 
1.15% 
8.16% 
349 

67 

323 
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Imasco Limited 

Operating Company Statistics-—Six Year Review 
For the years ended December 31 

In millions of dollars, except as noted 


Shoppers Drug Mart 
System sales (unaudited)' S280 
Revenues 193 
Earnings from operations 102 
Capital assets 176 
Additions to capital assets 54 
Number of stores 689 


Genstar Development Company 
Revenues 82 
Earnings from operations Di, 
Land inventory 256 
Land inventory (acres) 21,622 


The UCS Group 
Revenues’ 194 
Earnings (loss) from operations’ (16) 
Inventories KS 
Capital assets 12 
Additions to capital assets , 
Number of stores 250 


Hardee’s Food Systems (In millions of US dollars, except as noted) 


System sales (unaudited) 4.838 
Revenues 
Sales 
Company restaurants 982 
Food, supplies, and other 829 
Service and licence fees 98 
1,909 
Earnings from operations” 97 
Inventories 58 
Capital assets 642 
Additions to capital assets 69 
Number of restaurants 
Company-operated 1,086 
Licensed 2,920 


4,006 


1 Comparability is affected by the replacement of the Federal Sales 
Tax (FST) by the Goods and Services Tax (GST), effective January 1, 
1991. Since the effective date, reported amounts exclude the GST, 
while the FST was previously included. 


2 1994 includes a restructuring charge of $12 million. 


3 1993 includes a pre-tax charge of US $18 million related to the sale 
of 84 restaurants in Philadelphia. 
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998 


3,181 
181 
100 
158 


690 


i992 


3,089 
WZ 


141 


678 
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Wy 
701 
84 
1,956 
63 

58 
637 
74 


1,234 
ZS 
4,019 


1991 


2,934 
162 


130 


671 


4,376 


1,144 
611 
VS 
1,830 
40 

56 
677 
BS 


1,249 
ZOS 
4,014 


1990 


2,844 
148 


124 


645 


4,146 


1,20" 
569 
HH 
1,847 
62 

58 
739 
124 


7S52 
2,670 
4,022 


1989 


2,598 
136 


114 


3,508 


920 
523 
66 
OS) 
101 
5 
465 
131 


1,086 
DING 
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Company Information and Officers 


Imasco Limited 


600 de Maisonneuve Boulevard West 
20th Floor 
Montréal, QC H3A 3K7 


Purdy Crawford, Chairman and Chief Executive Officer 

Jean-Louis Mercier, Vice-Chairman 

Brian M. Levitt, President and Chief Operating Officer 

Raymond E. Guyatt, Executive Vice-President and Chief 
Financial Officer 

Roy R. Schwartz, Senior Vice-President 

Ron Farrell, Vice-President, Administration 

Denis Faucher, Vice-President and Controller 

Luc Jobin, Vice-President, Business Development 

Hugh W. McAdams, Vice-President and Treasurer 

Peter McBride, Vice-President, Communications and 
Investor Relations 

Denise Perrault, Vice-President, Human Resources 

Jodi White, Vice-President, Corporate Affairs 

Rodrick K. MacKinnon, Secretary and Counsel 

Edouard Darche, Assistant Treasurer 

Pierre Leclerc, Assistant Secretary 


Imperial Tobacco 


3810 St. Antoine Street West 
Montréal, QC H4C1B5 


R. Donald Brown, Chairman, President, and Chief 
Executive Officer 
Michael A. Courtney, Executive Vice-President and Chief 
Financial Officer 
Roger S. Ackman, Vice-President, General Counsel, and Secretary 
Robert Bexon, Vice-President, Marketing 
Marius Dagneau, Vice-President, Human Resources 
Pierre Duhamel, Vice-President and Controller 
Patrick J. Dunn,Vice-President, Research and Development 
Thomas F. Lee, Vice-President, Materials Management 
Yvon Lessard, Vice-President, Manufacturing 


CT Financial Services Inc. 


161 Bay Street 
Toronto, ON M5J 2T2 


Purdy Crawford, Chairman 

W. Edmund Clark, President and Chief Executive Officer 

John F. Schucht, Senior Executive Vice-President, 
Banking Operations 

Christopher J. Stringer, Executive Vice-President, 
Corporate Services 

William C. Thornhill, Executive Vice-President, Products 

Gary G.Brent, Senior Vice-President, Investment Management 

Robert J. Cummings, Senior Vice-President, Corporate and 
Commercial Financial Services 

Susan F. Dabarno, Senior Vice-President, Insurance Services 

Paul W. Derksen, Senior Vice-President and Chief Financial Officer 

J. Brent Kelman, Senior Vice-President, President, Truscan 
Realty Limited 

Joseph M. Morabito, Senior Vice-President, Banking Operations, 
Western Canada 

John D. Steep, Senior Vice-President, Banking Operations, Metro 
Toronto and Eastern Canada 

Duncan F. Tilly, Senior Vice-President, Executive Resources 

Gwyn E. Williams, Senior Vice-President, Banking Operations, 
Central Ontario 

Mike D. Woeller, Senior Vice-President, Information Services 

Alan D. Wolfson, Senior Vice-President, Marketing 

M. Suellen Levi, Vice-President, Human Resources 

Dianne Smith-Sanderson, Vice-President, Advertising and 
Corporate Communications 

Diane E. Walker, Vice-President, General Counsel, and Secretary 


First Federal Savings and Loan Association of Rochester 


One First Federal Plaza 
Rochester, NY 14614-1996, US.A. 


Thomas N. Borshoff, Chairman, President, and Chief Executive Officer 

Thomas J. Mullin, Vice-Chairman and Senior Executive Vice-President 

Mark H. Chaplin, Executive Vice-President, Consumer Financial 
Services 

Linda L. Williams, Executive Vice-President and Chief Financial Officer 
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Hardee’s Food Systems, Inc. 


1233 Hardee’s Boulevard 
Rocky Mount, NC 27804-2815, U.S.A. 


Robert F. Autry, President and Chief Executive Officer 
Donald E. Doyle, Chief Operating Officer 
Breen O. Condon, Executive Vice-President, General Counsel, 
and Secretary 
Richard L. Hall, Executive Vice-President and Chief Financial Officer 
Gerald L. McGinnis, Executive Vice-President, 
Restaurant Development 
Al Schnitzlein, Chief Operating Officer, Roy Rogers Division 
Deborah Hollis, Senior Vice-President, Human Resources 
James L. Jaffre, Senior Vice-President, International 
Brent Michaels, Senior Vice-President, Operations Services 
and Training 
James Speed, Senior Vice-President, Controller 


Fast Food Merchandisers, Inc. 
Rocky Mount, NC 


Robert F. Autry, Chief Executive Officer 
F.Winslow Goins, President 
Dean Spangler, Executive Vice-President, Operations 


Shoppers Drug Mart/Pharmaprix 


225 Yorkland Boulevard 
Toronto, ON M2J 4Y7 


Murray B. Koffler, c.m., Honorary Chairman 

David R. Bloom, Chairman and Chief Executive Officer 

Herbert R. Binder, President and Chief Operating Officer 

Dale Daley, Senior Executive Vice-President, Operational Services 

Marvin A. Goldberg, Senior Executive Vice-President, Legal and 
Corporate Affairs, and Secretary 

Albert A. Krakauer, Senior Executive Vice-President, Professional 
and Organizational Development 

Kenneth A. Sloan, Senior Executive Vice-President, Finance and 
Planning, and Chief Financial Officer 

Stanley A. Thomas, Senior Executive Vice-President, Marketing 

Fred K.Van Laare, Senior Executive Vice-President, Operations 

Louis M. Goelman, Executive Vice-President, Logistics 

Gary MacPhee, Executive Vice-President, Atlantic 

Claude Allard, Executive Vice-President, Pharmaprix 

Marvin Kopstick, Executive Vice-President, Ontario East 

Brian P. Relph, Executive Vice-President, Ontario Central 

Isadore Snyder, Executive Vice-President, Ontario West 

Cliff Proceviat, Executive Vice-President, Prairies 

Terry Morrison, Executive Vice-President, B.C. 

Elie Ajram, Senior Vice-President, Strategic Planning 

Bruce A. Burgetz, Senior Vice-President, Information Technology 

Raymond A. Hallett, Senior Vice-President, Human Resources 

Arthur Konviser, Senior Vice-President, Public Affairs 

Stephen J. Langford, Senior Vice-President, Merchandising 

Gordon Stromberg, Senior Vice-President, Advertising 

Roman P. Niemy, President, Corporate Brands 

Barbara E. Brocklebank, Vice-President, Beauty Products 

Terry L. Creighton, Vice-President, Government Affairs and 
Environmental Issues 


Genstar Development Company 


200 Granville Street 
Vancouver, BC V6C1S4 


Les Cosman, Chairman and Chief Executive Officer 


Frank L. Thomas, President and Chief Operating Officer 


Brian K. Laidlaw, Executive Vice-President 
Gary W. Harrison, Senior Vice-President 


The UCS Group 


50 Overlea Boulevard 
Toronto, ON M4H1B9 


David B. Stewart, President and Chief Executive Officer 


Imasco Holdings, Inc. 


Two Blue Hill Plaza 
Pearl River, NY 10965-8588, U.S.A. 


Lloyd J. Schnell, President 

Imasco S.A. 

Royal Rome 1 

3, boulevard Royal 

L-2449 Luxembourg 

Malcolm G. Swartz, Managing Director 
Imasco BV. 

Herengracht 495 

1017 BT Amsterdam 

The Netherlands 

John F. Mathers, President and Managing Director 
Luxembourg Branch 

Royal Rome 1 

3, boulevard Royal 

L-2449 Luxembourg 


Malcolm G. Swartz, Managing Director 
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Investor Information 


incorporation 


lmasco Limited was incorporated under federal charter on April 3, 
19¥2 and continued under the Canada Business Corporations Act on 
August 6,1976. 


Annual meeting 


The Annual and Special Meeting of Imasco Limited Shareholders 
will be held at 2:30 p.m. on May 2,1995 at The Queen Elizabeth Hotel, 
900 René-Lévesque Boulevard West, Montréal, Québec. 


Shareholder and analyst contact 


Peter McBride, Vice-President, Communications 
and Investor Relations 


514) 982 6407 
Other enquiries 


mascc 
300 de Maisonneuve West/Ouest 
th Floor/20° étage 
lontréal, OC H38A 3K7 
1 


1A) OR9 O11} 


Si vous désirez recevoirle rapport annuel en frangais, veuillez com- 
niguer avec le Secrétaire a l’‘adresse ci-haut. 


Stock exchange listings 
lontréal, Toronto, Vancouver 


Ticker symbol 


Reporting calendar 


he year-end is December 31. The annual report is mailed in March, 
nd interim reports are mailed in May, August, and November. 


Dividend dates 
Juarterly: at the end of March, June, September, and December. 
Debentures 


11.85% due February 1996, 

interest payable February 15 and August 15; 
04% due November 1996, 

nterest payable May 20 and November 20; 
04% due April1998, 

nterest payable April 28 and October 28: 
\4% due December 2001, 

nterest payable June 18 and December 18; 
9.85% due April 2002, 

nterest payable April 22 and October 22: 
8.375% due June 2003, 

nterest payable June 23 and December 23. 


Notes 


i Medium-term notes, 
interest payable February 15 and August 15. 


Transfer agent and registrar 


Montreal Trust Company 

Stock Transfer Services 

Place Montréal Trust 

1800 McGill College Avenue, 7th Floor 
Montréal, QC H3A 3kK9 

(514)1982 7555 


Montreal Trust is responsible for the maintenance of shareholder 
records and the issue, transfer, and cancellation of stock certificates. 
Transfers can be effected in their Montréal, Halifax, Toronto, 
Winnipeg, Regina, Calgary, and Vancouver offices. Montreal Trust also 
distributes dividends and shareholder communications. Enquiries 
with respect to these matters, and corrections to shareholder informa- 
tion, should be addressed to Montreal Trust, Stock Transfer Services. 


Dividend reinvestment and share purchase plan 


Imasco maintains a dividend reinvestment and share purchase plan 
forthe benefit of common shareholders. Under the plan, eligible 
shareholders can elect to invest their dividends in additional common 
shares. They can also increase their holdings by making optional 
cash payments, subject to certain quarterly limits. In both cases, the 
brokerage fees are paid by Imasco. Further information on the 

plan can be obtained by contacting Montreal Trust, Dividend Reinvest- 
ment Services, at (514) 982 7666. 


Direct dividend deposit service 


For convenience and security, Imasco offers a direct dividend deposit 
service to its Canadian shareholders. The dividend payments are 
transferred electronically to the shareholder's account with a financial 
institution on the date they become due. Shareholders wishing to 
take advantage of this service should direct their request to Montreal 
Trust, Stock Transfer Services. 


Payments of dividends to US. residents 


Shareholders with addresses of record in the United States receive 
dividends in US funds. The dividend amount is converted at the 
Bank of Canada noon rate of exchange on the record date. Canadian 
withholding tax is deducted. 


Shareholdings 
On December 31,1994, there were 8,040 registered holders of Imasco 


common shares. Ownership of common shares was distributed 
by country as follows: 


Common 

Shares 

Canada 56.13% 
United States 2.29% 
UK. 41.55% 
Other countries 0.03% 
100% 


Auditors 


Deloitte & Touche 

Chartered Accountants 

1 Place Ville Marie, Suite 3000 
Montréal, OC H3B 4T9 
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Imasco 


March 27, 1995 


Dear Shareholder: 


On behalf of the Board of Directors and management of Imasco Limited, 
| invite you to attend the Annual and Special Meeting of Shareholders to 
be held on Tuesday, May 2, 1995 at 2:30 p.m. at the Queen Elizabeth 
Hotel, Jolliet-Duluth-MacKenzie Room, Montréal, Québec. 


The Notice of Meeting, Management Proxy Circular and a Form of 
Proxy are enclosed. 


If you do not plan to attend, please complete the enclosed Form of 
Proxy and return it in the envelope furnished for that purpose. 


Yours sincerely, 


Purdy Crawford 
Chairman and 
Chief Executive Officer 


Notice of Annual and Special 
Meeting of Shareholders 


Notice is hereby given that the Annual and Special Meeting of Shareholders of Imasco Limited (the "Corporation" or 
“Imasco’) will be held at the Queen Elizabeth Hotel, Jolliet-Duluth-MacKenzie Room, 900 René-Lévesque Boulevard 
West, Montréal, Québec, Canada, on Tuesday, May 2, 1995 at 2:30 p.m., local time, for the following purposes: 


1. To receive the financial statements of the Corporation for the financial year ended December 31, 1994 and the 
auditors’ report thereon; 

2. To elect the directors: 

3. To appoint the auditors; 

4. To consider and, if thought fit, approve with or without variation Special Resolution |, substantially in the form set 
forth in Exhibit A to the accompanying Management Proxy Circular ("Circular"), amending the Articles of the 
Corporation by: 


(a) subdividing its authorized Common Shares on a two-for-one basis thereby increasing the number of 
authorized Common Shares from 120,500,000 to 241,000,000 shares; 


(b) subdividing the issued Common Shares on a two-for-one basis; 

5. To consider and, if thought fit, approve with or without variation Special Resolution ||, substantially in the form set 
forth in Exhibit B to the accompanying Circular, amending the Articles of the Corporation by allowing the directors 
to appoint directors between shareholders’ meetings in accordance with the laws governing the Corporation; and 


6. To transact such other business, if any, as may properly be brought before the Meeting. 


By Order of the Board 


Rodrick K. MacKinnon 
Secretary 


Montréal, March 27, 1995 


Note: If you are unable to attend the Meeting in person, please complete, sign and date the enclosed Form 
of Proxy and return it in the envelope provided for that purpose. Proxies must be received by Montreal Trust 
Company, Stock Transfer Services, P.O. Box 1900, Station B, Montréal, Québec, H3B 3L6 not later than 

5:00 p.m. on the last business day preceding the day of the Meeting or any adjournment thereof. 


Management Proxy Circular 


(Information as of March 1, 1995, unless otherwise indicated) 


Solicitation of proxies 


This Management Proxy Circular is provided in connection with the solicitation of proxies by management 
of the Corporation for use at the Annual and Special Meeting of Shareholders (the "Meeting") or at any 
adjournment thereof. The Meeting will be held at the Queen Elizabeth Hotel, Jolliet-Duluth-MacKenzie Room, 
900 René-Lévesque Boulevard West, Montréal, Québec, Canada, on Tuesday, May 2, 1995 for the purposes set 
forth in the foregoing Notice of Meeting. The solicitation is being made primarily by mail, but proxies may also be 
solicited by directors, officers or employees of Imasco. The cost of the solicitation will be borne by Imasco. 


Appointment of proxy 


A shareholder may appoint a person other than the persons designated in the accompanying Form of Proxy, 
all of whom are directors of the Corporation, to attend and vote for such shareholder at the Meeting and 
may do so either by striking out the names in the Form of Proxy and inserting such person's name in the 
blank space provided or by completing another Form of Proxy. Proxies must be received by Montreal Trust 
Company, Stock Transfer Services, P.O. Box 1900, Station B, Montréal, Québec, H3B 3L6 not later than 

5:00 p.m. on the last business day preceding the day of the Meeting or any adjournment thereof. 


Revocation of proxy 


A shareholder may revoke the proxy at any time by instrument in writing executed by the shareholder, or by the 
shareholder's attorney authorized in writing, and deposited either at the registered office of Imasco at any time 
up to and including the last business day preceding the day of the Meeting or any adjournment thereof, or with 
the Chairman of the Meeting on the day of the Meeting or any adjournment thereof, or in any other manner 
permited by law. 


Action to be taken under proxy 


Common Shares of Imasco that are represented by proxies in favour of management in the accompanying 
Form of Proxy, or by any other validly executed proxies, will be voted or withheld from voting, in accordance 
with instructions indicated thereon, on any ballot that may be called at the Meeting. If no instructions are 
indicated, Common Shares represented by proxies in favour of management will be voted for the election 

of management's nominees as directors, for the appointment of Deloitte & Touche as auditors, for the 

passing of Special Resolution | and Special Resolution Il, and at the discretion of the proxy holder in respect of 
amendments to any of the foregoing matters or on such other business as may properly be brought before the 
Meeting. Should any nominee named herein for the office of director become unable to accept nomination or 
election, it is intended that the person acting under proxy in favour of management will vote for the election in 
his or her stead of such other person as management of the Corporation may recommend. Management has no 
reason to believe that any of the said nominees will be unable to serve if elected to office. 


Confidential Voting 


Proxies are tabulated by Montreal Trust Company, the transfer agent of Imasco, in such a manner as to preserve 

the confidentiality of individual shareholder votes. Proxies would not be submitted to management of the 
Corporation unless there is a proxy contest, a shareholder has made a written comment on the proxy form intended 
for management or it is necessary in order to determine a proxy's validity or to enable management and/or the Board 
to meet their legal obligations to shareholders or to discharge their legal duties to Imasco. 


Voting shares 


On March 1, 1995, Imasco had 116,704,223 Common Shares outstanding. Each holder of Common Shares Is entitled 
to one vote for each Common Share registered in his or her name at the close of business on March 15, 1995 

(the "Record Date"). However, a transferee of Common Shares acquired since the Record Date shall be entitled to 
vote at the Meeting if he or she produces properly endorsed share certificates for such shares or otherwise estab- 
lishes that he or she owns such shares and demands, not later than 10 days before the Meeting, that his or her 
name be included in the list of shareholders entitled to receive the Notice of Meeting. 


Principal holder 


On March 1, 1995, B.A.T Industries p.l.c. beneficially owned 48,200,832 Common Shares representing 41.3% of the 
outstanding Common Shares. To the knowledge of the directors and officers of the Corporation, no other person 
beneficially owns or exercises control or direction over more than 10% of the outstanding Common Shares. 


Election of directors 


Thirteen of the current members of the Board are standing for re-election at the Meeting. Each director elected at 
the annual meeting will hold office until the next succeeding annual meeting unless, prior thereto, he or she resigns 
or the office of such director becomes vacant by death, removal or other cause. 


Nominees for election as directors 


Nominee and 
municipality of 
residence 


Principal occupation, or major positions 
and offices held with Imasco 
or its significant affiliates 


1. Robert F. Autry 
Rocky Mount, 
North Carolina 


President and Chief Executive Officer, 
Hardee's Food Systems, Inc., 

a wholly-owned subsidiary of 

Imasco 


2. David R.Bloom 
Thornhill, Ontario 


3. R. Donald Brown 
Westmount, Québec 


4. Purdy Crawford 
Westmount, Québec 

5. Nan-b de Gaspé Beaubien 
Westmount, Québec 

6. Raymond E. Guyatt, C.A. 
Westmount, Québec 

7. Charles H. Hantho 
Montréal, Québec 

8. Brian M. Levitt 
Westmount, Québec 

9. Russell E. Palmer 
Bryn Mawr, Pennsylvania 

10. Angela C. Peters 
Halifax, Nova Scotia 

11. J. Robert S. Prichard, O.C. 
Toronto, Ontario 

12. Bernard A. Roy, Q.C. 
Nun‘s Island, Québec 


13. Ronald D. Southern, C.M., MBE 
Calgary, Alberta 


Chairman and Chief Executive Officer, 
Shoppers Drug Mart Limited, 

a wholly-owned subsidiary of 

Imasco 


Chairman, President and 

Chief Executive Officer, 

Imperial Tobacco Limited, a wholly-owned 
subsidiary of Imasco 


Chairman and Chief Executive Officer 
of Imasco 


Vice-Chair, Telemedia Corp., 
a North American communications company 


Executive Vice-President and Chief 
Financial Officer of Imasco 


Chairman, Dominion Textile Inc., 
a textile manufacturing company 


President and Chief Operating Officer 
of Imasco 


Chairman and Chief Executive Officer, 
The Palmer Group, corporate investors 


Corporate Director 


President, University of Toronto 


Senior Partner, Ogilvy Renault, a law firm 


Chairman and Chief Executive Officer, 
ATCO Ltd. and Canadian Utilities Ltd., 
companies engaged primarily in utilities 
and energy-related industries 


Director 
since 


1994 


1983 


1993 


1973 


1987 


1990 


1993 


1989 


1989 


1987 


1993 


1989 


1993 


Common Shares 
of Imasco beneficially 
owned or over which 

control is exercised 
on March 1, 1995! 


308? 


49,894 


16,946 


89,459 
1,300 
27,676 
1,376 
32,064 
1,850 
1,374 
1,600 
1,200 


1,850 


'This information, not being within the knowledge of Imasco, has been provided by the respective directors. 


7In addition to these shares, Mr. Autry participates in a long-term supplementary benefit plan under which his retirement income 
will be based on units, which are valued by reference to an equivalent number of Common Shares of Imasco (28,729 units as of 


March 1, 1995). 


Human Resources Committee 


The Human Resources Committee (the "HR Committee") of the Board of Directors is presently composed of the 
following four non-executive directors: Russell E. Palmer (Chair), Nan-b de Gaspé Beaubien, Angela C. Peters, and 
Ronald D. Southern. Messrs. Murray B. Koffler and William R. Bennett retired from the Board of Directors and the 
HR Committee on April 28, 1994 and Messrs. Charles H. Hantho, J. Robert S. Prichard and Bernard A. Roy ceased to 


be members of the HR Committee on that date. These former members were all non-executive directors of Imasco, 
except for Mr. Koffler who was an officer of a subsidiary of Imasco until 1986 and its honorary chairman until 1994. 


Human Resources Committee Report on Executive Compensation 


Imasco's mission is to build value for its shareholders as a leading consumer products and services growth company 
in North America. In this context, a key long-term financial objective is to provide shareholders with a superior total 
return, as measured by dividends and increases in the Common Share price. 


Imasco has developed a management system which emphasizes the autonomy of its operating companies’ in the 
context of a disciplined overall framework, as well as continuous and open communication between operating 
company leaders and the corporate centre. The senior management of each operating company is accorded a high 
degree of autonomy to manage its business toward agreed short, medium and long-term objectives. The corporate 
centre monitors the financial and operating results of the operating companies as well as their strategic planning and 
succession planning. The corporate centre is also responsible for the allocation of capital and the overall growth and 
development of Imasco. 


The recruitment, retention and motivation of performance-oriented executives is critical to the achievement of 
Imasco's objectives. The HR Committee is responsible, among other things, for causing to be formulated and for 
monitoring the implementation and effectiveness of compensation policies to ensure that Imasco and its operating 
companies are able to recruit, retain and motivate such executives and that their interests are aligned with the 
interests of Imasco's shareholders. As part of this mandate, the HR Committee determines the compensation of 
Imasco executives who are members of the Imasco Board and of the leaders of Imasco's operating companies, 
some of whom are also members of the Imasco Board. The compensation of other Imasco executives Is 
determined by the Corporation's Compensation Committee? in accordance with policies reviewed by the HR 
Committee. The HR Committee regularly reports to the Imasco Board on compensation issues. 


To achieve its compensation policy objectives, Imasco has developed over time an executive compensation program 
with the following principal elements: 


1. Cash incentives for the achievement of annual and medium-term performance objectives which support growth 
in Imasco's dividends and Common Share price. These measures include the rate of growth in earnings per 
Common Share and return on common shareholders’ equity; 


2. Significant holdings of Common Shares by senior executives to align the interests of management and 
shareholders; and 


3. An increasing proportion of compensation “at risk" as the level of responsibility of an executive increases. 


To maintain the effectiveness and competitiveness of its compensation program, Imasco conducts an annual review 
of salary and total short-term cash compensation levels. The overall compensation design Is also periodically 
evaluated so that the Corporation's compensation policy continues to support key business strategies and reward 
their successful achievement. To ensure that changes in circumstances do not frustrate the achievement of 
compensation policy objectives, the HR Committee or Compensation Committee, as the case may be, generally 
retains a broad discretion to take into account all relevant factors in determining the final compensation of executive 
officers under incentive plans. When considered necessary or appropriate to achieve compensation policy 
objectives, this discretion may be exercised to amend performance targets or to otherwise modify the application 
of plan provisions. By reserving a measure of flexibility, the committees are empowered to use their business 
judgment and act in the best interests of the Corporation with respect to these compensation matters. No such 
discretion was exercised with respect to executive officers? for 1994. 


'|mperial Tobacco, Hardee’s Food Systems, Shoppers Drug Mart/Pharmaprix, Genstar Development Company and 
The UCS Group. 


2The Compensation Committee is composed of the Chairman and Chief Executive Officer, President and Chief Operating Officer, 
Executive Vice-President and Chief Financial Officer, and the Vice-President, Human Resources. 


3 For purposes of this Management Proxy Circular, “executive officers” means the Chairman and Chief Executive Officer, President 
and Chief Operating Officer, Executive Vice-President and Chief Financial Officer, Senior Vice-President and Vice-Presidents of 
Imasco. The term also includes the leaders of Imperial Tobacco and CT Financial (Messrs. R. Donald Brown and W. Edmund Clark 
respectively) who are considered to perform a policy-making function with respect to Imasco due to the significant contributions 
by their companies to the overall earnings of Imasco. 


Particulars with respect to the manner in which salaries are determined and descriptions of applicable incentive 
plans, retirement plans and other benefits are provided below. The discussion in this HR Committee report relates 
to executive officers of Imasco, other than the leader of CT Financial Services ("CT Financial")* . The management of 
CT Financial and its subsidiaries is the ultimate responsibility of their respective boards of directors. Therefore, the 
responsibility for formulating the compensation policies of CT Financial and its subsidiaries is discharged by the 
human resources committees of their boards. 


Salary 


Each year, salary ranges for executive officers are determined by the HR Committee or the Compensation 
Committee, as the case may be, after a review of economic data and surveys conducted by independent compen- 
sation consultants. The comparator group consists of other major Canadian corporations, with an emphasis on those 
which have a history of earnings growth and high total return to shareholders, as well as those with positions and 
overall compensation structures comparable to those at Imasco. The corporations represent many sectors of the 
economy, including consumer products and services. The HR Committee sets the salary ranges for the Named 
Executives at the average for Imasco's comparator group, while setting the range for total compensation (which 
includes the performance-linked incentives described below)® at the top 10%, thereby providing strong incentives to 
reach financial targets. For less senior executive officers, the salary range is directed towards the top 25% of the 
group with the target for total compensation at the top 10%. Based on Imasco's competitive position in December 
1993, no changes were made to salary ranges. Individual salaries for executive officers are set within the appro- 
priate salary range, based on an executive's performance, the length of time in a position and other relevant factors. 


Short-Term Incentives 


Under Imasco's Incentive Plan (the "Short-Term Incentive Plan"), which has been in effect for many years, pay-out Is 
tied to specific annual objectives established at the beginning of the fiscal year. Corporate centre executives receive 
full incentive if Imasco reaches its planned earnings per share ("EPS"). If Imasco does not reach its planned EPS, a 
graduated percentage of incentive can be earned only if: (i) a specified minimum percentage of objective is reached; 
and (ii) the EPS achieved represents not less than a specified minimum rate of growth over the previous year's EPS. 
For leaders of operating companies, the payment of incentives is dependent primarily upon their companies’ res- 
pective earnings from operations and, to a lesser extent, on other performance factors relating to their strategic 
direction and operations. The incentive consists of a cash bonus which ranges from 30% to 62.5% of salary, 
depending upon the level of the executive officer. For 1994, full incentives were paid to Imasco's executive officers 
based upon the achievement of performance objectives. 


Medium-Term Incentives 


To reinforce the commitment of executives to achieving sustained earnings growth and profitability and to enhance 
their identification with shareholders’ interests, Ilmasco adopted an Executive Medium-Term Bonus Plan in 1991. 
Executives who participate in this plan cease their participation in the Executive Retiring Allowance Plan described 
below. Under the Executive Medium-Term Bonus Plan, performance units are awarded to executives annually, 
based on percentages of salary that vary from 12% to 25%, depending upon the level of the executive. Financial 
objectives are established by the HR Committee for the ensuing three year performance period. The performance 
units are fully “at risk" since the pay-out under the Plan is determined at the end of the three year performance 
period by multiplying each executive's performance units by a factor which ranges from a low of 0 to a high of 3, 
depending upon the level of achievement of these objectives for the period. There is therefore an array of possible 
performance results, rather than a specified performance target. Any amount so earned is paid in cash at the end 
of the three year period. Based upon Imasco's performance of 18.00% average annual EPS growth and 14.53% 
average annual return on common shareholders’ equity ("ROE") for the 1992 -1994 cycle, the pay-out factor for corpo- 
rate centre executives was 3.0 in 1994. 


Long-Term Equity-Based Incentives 


Imasco also has certain equity-based arrangements that promote stock ownership by executives in order to directly 
align their interests with shareholders. 


Executive Long-Term Stock Benefit Plan. The Executive Long-Term Stock Benefit Plan achieves this goal by 
providing supplementary retirement income that is based on annual corporate performance over an executive's 
career, as well as on the value of Imasco shares. If pre-established performance goals are met during a financial 


“Imasco owns approximately 98% of the common shares of CT Financial. The remuneration of Mr. Clark is described in note 6 to 
the Summary Compensation Table. 


° Stock option grants and exercises are not taken into account when comparing the total compensation of Imasco to its comparator 
group. 


year (the goals are the same as for the Short-Term Incentive Plan), a contribution is made on behalf of an executive 
which varies from 18% to 37.5% of salary according to employment level. The contribution is invested in Common 
Shares of Imasco® that are held in trust until an executive's retirement. Fifty percent of the shares vest immediately, 
with the balance vesting gradually with age and service, starting at age 55. For 1994, a full contribution was made 
for all executive officers based upon the attainment of performance goals. 


Stock Option Plan’. The number of options awarded to executives each year is based on salary levels, for reasons of 
internal equity, and individual performance. Grants are not related to the number of options already held by an exec- 
utive. The options vest after two years and have a maximum term of 10 years from the date of grant, and their exer- 
cise price is equal to the closing price of Imasco Common Shares on the last trading day prior to the grant. Their 
value to executives therefore depends on increases in the market price of the shares over the term. Options are 
not transferable and may be exercised only for so long as the optionee remains an employee, subject to certain 
exceptions such as death or retirement. Upon exercise of an option, the Common Shares must be paid for in full. 
Stock options are also granted to attract new executives and to recognize job promotions. 


Executive Loan Program. To further encourage long-term share ownership and the retention of shares upon the 
exercise of stock options, Imasco has an Executive Loan Program. Eligible executives may receive loans to 
purchase Common Shares in the open market or through the exercise of share options. The total amount of loans 
that may be outstanding at any time to an executive cannot exceed his or her annual salary. The loans are repayable 
in five years and are secured by the shares purchased according to a formula. Interest is equal to the dividends 
received on the pledged shares, net of income tax payable. 


Other Compensation 


Executive Retiring Allowance Plan. Certain senior executives of the operating companies participate in the Executive 
Retiring Allowance Plan which was created to provide supplementary retirement income based on the annual 
performance of their respective companies over their careers. If pre-established performance goals are met during 

a financial year (these goals are the same as under the Short-Term Incentive Plan for each operating company), 

a notional allocation of up to 20% of the executive's salary is made to the Plan. Fifty percent of the amount vests 
immediately, with the balance vesting gradually with age and service, starting at age 55. In 1994, Mr. Brown was 
the only executive officer of Imasco who participated in this plan; his performance goals were met and a full 
allocation was made on his behalf. 


Other Plans. |Imasco's executive officers also participate in pension, perquisite, insurance and other plans or 
programs which are structured to be competitive with those offered by other major corporations. 


Compensation of the Chief Executive Officer 


At the beginning of each year, the Chief Executive Officer submits to the HR Committee, for its approval, various 
objectives for Imasco, its operating companies and himself. These objectives take into account both quantitative 
and qualitative factors. Objectives of a quantitative nature relate to the achievement of financial results on a short, 
medium and long-term basis. They include such measures as annual cash flow and total shareholder return, in 
addition to the various financial measures tracked by the abovementioned incentive plans. Objectives of a qualitative 
nature relate to specific business and management issues, such as strategic planning, succession planning, 
corporate governance, and communications with investors and other stakeholders. Progress made in achieving 

the objectives is followed during the year and is a key consideration in the Committee's evaluation of the Chief 
Executive Officer's performance and in its determination of his salary. In December 1993, the Committee increased 
Mr. Crawford's salary by 5% to $725,000, in recognition of Imasco's excellent financial performance and the 
achievement of his personal objectives. 


All the components of total compensation received by the Chief Executive Officer are the same as those received by 
other executive officers. The HR Committee also uses the same group of comparator companies and seeks to 
position his salary range at the average for the group and his total compensation range at the top 10%. 


For 1994, performance-related payments under Imasco's incentive plans constituted 63.4% of Mr. Crawford's total 
compensation. Imasco attained its EPS objectives for 1994, resulting in a cash bonus to Mr. Crawford under the 


6 These shares are purchased through the stock exchanges rather than being issued from treasury, thereby avoiding dilution. 


7 Imasco’s practice in recent years has been to repurchase its Common Shares through the stock exchanges both as an investment, 
and also to cover the exercise of options (thus avoiding any dilution that would otherwise result). Repurchases are made at 
market price and in accordance with rules governing normal course issuer bids. Shares purchased by Imasco become available for 
re-issue from treasury. In 1994, 2,486,200 shares were bought at an average cost, including fees, of $37.36 per share. 


Short-Term Incentive Plan and a contribution on his behalf to the Executive Long-Term Stock Benefit Plan repre- 
senting, respectively, 62.5% and 37.5% of his year-end salary. In addition, based on Imasco's superior annual EPS 
growth and ROE performance during the 1992-1994 performance period, he received a cash incentive under the 
Executive Medium-Term Bonus Plan equal to 75% of his 1991 year-end salary. 


Mr. Crawford also received a stock option grant of 24,000 Common Shares in 1994, reflecting his level of respon- 
sibility and his contribution to Imasco's overall performance. 


Russell E. Palmer (Chair) 
Nan-b de Gaspé Beaubien 
Angela C. Peters 

Ronald D. Southern 


Performance Graph 


The following graph illustrates the five-year cumulative total shareholder return (assuming reinvestment of 
dividends) of $100 invested on December 31, 1989 in the Common Shares of Imasco, compared with the return 
on the TSE 300 Total Return Index. 
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Summary Compensation 


The following table sets forth, for the periods indicated, the compensation of the Chief Executive Officer and the 
four other most highly compensated executive officers of the Corporation, measured by base salary and bonuses 
earned in 1994 (collectively the "Named Executives’). 


Summary Compensation Table 


Name and Annual Compensation Long-Term Compensation All Other 
Principal Position Other Annual Compensation 

Salary Bonus Compensation Awards Pay-outs 

Securities ee 

Under Pay-outs 

Options 
Granted 
($) (#)) ($) ($)) 
PURDY CRAWFORD 1994 VV S8 500,025 ASS) 24,000 487,500") 300,015 
Chairman and Chief 19s 692,917 453,125 21,485 17,300 PAGS) 271,875 
Executive Officer 1992 653,383 426,553 25,020 16,000 — 258,750 
W. EDMUND CLARK 1994 627,000 350,368 — _- — 13,857 
President and Chief 1993 495,000 193,050 — 12,600 — 14,423 
Executive Officer of CT Financial 1992 467,308 e550 — 109,800 — S;298 
BRIAN M. LEVITT 1994 542,558 281,220 7,803 14,000 285,000 168,732 
President and Chief 1993") 5S O79 269,170 11,234 25,000 — 162,225 
Operating Officer 1992 476,583 243,100 863 10,000 — 148,200 
R. DONALD BROWN 1994 372,040 192,840 1,126 10,000 — 192,840 
Chairman, President and 1993” 339,091 182,033 1,646 13,000 = 185,400 
Chief Executive Officer of 1992 275,548 129,776 — 5,000 _ 143,400 
Imperial Tobacco Limited 

RAYMOND E. GUYATT 1994 827,798 169,920 4,383 10,000 183,000 © 101,952 
Executive Vice-President and 19938 Silpoe2 162,946 5,478 7,000 89,900 98,010 
Chief Financial Officer 1992 306,017 153,141 7,411 7,000 — 95,160 


I. 


Bonus amounts are paid in cash in the year following the fiscal year in which they were earned. For 1994, full bonuses were 
paid to Messrs. Crawford, Levitt, Brown and Guyatt under the Short-Term Incentive Plan, based upon the achievement of 
pre-established performance objectives for the year. Mr. Clark received a 1994 bonus under CT Financial's variable cash 
incentive plan that was based upon the company's above threshold performance relative to objectives set for the year, 
including with respect to improving expense control, growing market share, providing excellent customer service and 
improving operating profits excluding the after-tax impact of loan loss provisions. 


The value of perquisites and other personal benefits is not greater than the lesser of $50,000 and 10% of the total annual salary 
and bonus of each Named Executive. The amounts in this column relate only to taxable benefits on executive loans. 


The options relate to Common Shares of Imasco for Messrs. Crawford, Levitt, Brown and Guyatt and to common shares of 

CT Financial for Mr. Clark. 

Amounts include contributions to the Executive Long-Term Stock Benefit Plan for Messrs. Crawford, Levitt, Brown and Guyatt 
and to the Executive Retiring Allowance Plan for Mr. Brown. Full contributions were made in 1994, based upon the attainment 
of pre-established performance goals for the year. For Mr. Clark, the amount is for contributions to a defined contribution 
pension plan and term life insurance premiums. 

These pay-outs were for the second completed cycle (1992-1994) under the Executive Medium-Term Bonus Plan which was 
established in 1991, and were based upon Imasco's performance of 18.00% average annual earnings per share growth and 
14.53% average annual return on common shareholders’ equity during the cycle. Only executives at Imasco's corporate centre 
participated in this plan during this and the previous cycle. 


_ Mr. Clark was promoted to the position of President and Chief Executive Officer of CT Financial effective January 1, 1994. 


His remuneration for 1994 was determined in accordance with his compensation agreement with CT Financial which provides 
that the company's human resources committee will review Mr. Clark's compensation annually. CT Financial intends to provide 
Mr. Clark with aggregate compensation at a level comparable to chief executive officers of the six largest Canadian chartered 
banks. Mr. Clark's compensation is linked to corporate performance pursuant to CT Financial's variable cash incentive plan, 
under which his award may range from nil to 100% of his salary depending on the company's results for the year and other 
qualifiers, as well as pursuant to its long-term incentive plan, under which Mr. Clark was awarded seven and a half times his 
salary in book value units as an initial grant in 1994 and will be awarded two and a half times his salary annually in book value 
units in subsequent years (subject to the plan terms and at the discretion of the board of CT Financial), the pay-out of which will 
depend on the increase in the company's book value and the excess of its average return on equity over the average long-term 
Canada bond yield, during a six-year period. Mr. Clark also participates in all executive benefit plans and perquisites available to 
senior executives of CT Financial and is provided with a term life insurance policy equal to four times his salary. 


. Amounts reflect promotions. 


Long-Term Incentive Plan (“LTIP”) Awards 


The following table sets forth information concerning the award of units in 1994 to Named Executives under 
Imasco's Executive Medium-Term Bonus Plan or CT Financial's long-term incentive plan, as the case may be. 


Long-Term Incentive Plans - Awards In Most Recently Completed Financial Year 


Name Securities, Performance or Estimated Future Pay-outs Under 
Units or Other Period Non-Securities Price-Based Plans 
Other Rights Until Maturation — a a ee 
or Pay-out Threshold Target Maximum 
(#) ($) ($) ($) 
PURDY CRAWFORD" 181,250 1994-1996 _ 543,750 543,750 
W. EDMUND CLARK?) 302,023 1994-1999 -—— 806,401 — 
BRIAN M. LEVITT") 108,150 1994-1996 = 324,450 324,450 
R. DONALD BROWN®) — — “= — — 


RAYMOND E. GUYATT") 65,340 1994-1996 = 196,020 196,020 


1. Messrs. Crawford, Levitt and Guyatt participate in Imasco's Executive Medium-Term Bonus Plan, a description of which is pro- 
vided in the "Human Resources Committee Report on Executive Compensation’. 


Under this plan, at the beginning of each three-year performance period, the HR Committee approves a performance matrix that 
lists in tabular form the pay-out factors to be used, depending on Imasco's average annual earnings per share growth and 
average annual return on common shareholders’ equity during the period. There is therefore an array of possible performance 
results, rather than a specified performance target, and possible pay-outs will vary for each executive from a low of 0 to a high 
equal to the amount stated opposite his name in the last column. For disclosure purposes, the target pay-out is stated to be 
equivalent to the maximum pay-out. 


2. Mr. Clark is a participant in CT Financial's long-term incentive plan which became effective on April 1, 1994 and is linked directly 
to the earnings performance of the company. Grants to executives are expressed as a percentage of salary and are converted 
to anumber of book value units, using a pre-determined range of the percentage of salary based on the executive's job 
category. The grants are issued at the book value of common shares of the company at the most recently completed fiscal year 
end. The initial grant in 1994 was significantly larger than regular grants will be in subsequent years, to recognize the removal of 
incentive compensation from pensionable earnings and to ensure that executives will have a meaningful number of units 
outstanding during the early years of the plan. The grants have a term of six years and vest after three years. Pay-out Is 
determined as follows: 25% of the book value gain of the units for every one percent that the average return on equity ("ROE") 
over the six year performance period exceeds the average long-term Canada bond yield over the same period, with a maximum 
pay-out of 150%. 


Since pay-outs are dependent upon the increase in the company's book value, on ROE and on average long-term Canada bond 
yield for 1994 through 1999, they are not presently ascertainable. The target pay-out shown is based on the assumption that 
book value will increase at the same rate over the performance period as that experienced in 1994 over 1993, and that the ROE 
excess over long-term Canada bond yield for 1994 will continue throughout the performance period. 


3. Mr. Brown did not participate in a long-term incentive plan. 


Options 


The following table sets forth information concerning the grant of options in 1994 to Named Executives. 


Option Grants During The Most Recently Completed Financial Year 


Name Securities % of Total 
Under Options Options 
Granted Granted to 
Employees 
in Financial 
Year 

(#) 
PURDY CRAWFORD"? 24,000 6.3 
W. EDMUND CLARK?! — — 
BRIAN M. LEVITT”) 14,000 Sif 
R. DONALD BROWN") 10,000 2.6 
RAYMOND E. GUYATT") 10,000 2.6 


Exercise Market Value Expiration 
Price of Securities Date 

Underlying 

Options on 

the Date 

of Grant 

($/ Security) ($/ Security) 
36.00 36.00 May 2, 2004 
36.00 36.00 May 2, 2004 
36.00 36.00 May 2, 2004 
36.00 36.00 May 2, 2004 


1. Messrs. Crawford, Levitt, Brown and Guyatt were granted options on Common Shares of Imasco pursuant to the Corporation's 
Stock Option Plan. All options become exercisable two years following the date of grant. A description of the plan is provided 


in the "Human Resources Committee Report on Executive Compensation". 


2. CT Financial does not intend to grant any further options under its stock option plan to employees eligible to participate in the 


long-term incentive plan introduced in 1994. 


The following table sets forth information concerning the exercise of options by Named Executives in 1994 and 


financial year-end option values. 


Aggregated Option Exercises During The Most Recently Completed Financial Year and 
Financial Year-End Option Values 


Name Securities 
Acquired 
on Exercise 


(#) 


PURDY CRAWFORD = 
W. EDMUND CLARK”? 122,400 
BRIAN M. LEVITT = 
R. DONALD BROWN = 
RAYMOND E. GUYATT — 


Aggregate 
Value Realized 


244,800 


Unexercised 
Options at 
FY-End 


(#) 
Exercisable / 
Unexercisable 


93,200/41,300 
50,000/39,000 
19,260/23,000 
33,610/17,000 


Value of 
Unexercised 
in-the-Money 
Options at 
FY-End"? 

($) 
Exercisable / 
Unexercisable 


699,688/107,300 
520,000/77,500 
90,805/50,500 
240,418/44,500 


1. The value of these options at year-end is equal to the excess of the market value of the Common Shares of Imasco covered by 
the options over the exercise price of the options. The closing price of these shares on The Toronto Stock Exchange on 


December 30, 1994 was $39.75. 


2. The options of Mr. Clark relate to common shares of CT Financial; these options were sold for cancellation rather than 
exercised. CT Financial made an offer to all employees eligible to participate in the new long-term incentive plan to purchase 
all of their outstanding options at a price of $2 per share. All such employees, including Mr. Clark, accepted the offer. 


Pension Plans 


The following table sets forth the standard annual pension benefits payable at 65 years of age for retired executive 
officers of Imasco, other than Mr. Clark. 


Pension Plan Table of Imasco 


Remuneration (Salary) Years of Credited Service 

($) 15 20 25 30 eb 
125,000 $ 37,500 $ 50,000 $ 62,500 $ 75,000 $ 87,500 
150,000 $ 45,000 $ 60,000 $ 75,000 $ 90,000 $105,000 
175,000 oh 200) $ 70,000 $ 87,500 $105,000 $122,500 
200,000 $ 60,000 $ 80,000 $100,000 $120,000 $140,000 
250,000 $ 75,000 $100,000 $125,000 $150,000 $175,000 
300,000 $ 90,000 $120,000 $150,000 $180,000 $210,000 
400,000 $120,000 $160,000 $200,000 $240,000 $280,000 
500,000 $150,000 $200,000 $250,000 $300,000 $350,000 
600,000 $180,000 $240,000 $300,000 $360,000 $420,000 
700,000 $210,000 $280,000 $350,000 $420,000 $490,000 
800,000 $240,000 $320,000 $400,000 $480,000 $560,000 
900,000 $270,000 $360,000 $450,000 $540,000 $630,000 


Imasco's executive officers, other than Mr. Clark, are entitled to pension benefits under a registered defined benefit 
plan and a non-registered supplementary pension plan. The officers accrue for each year of credited service a 
benefit equal to 2% times the annual average of the best consecutive three years' salary in the last ten years prior to 
retirement. No adjustment is made for Canada or Québec Pension Plans. The maximum annual benefit is equal to 
70% of the executive's salary during the last twelve months of employment. Benefits are in the form of a life annuity 
with an automatic 60% survivor benefit. Benefits are normally reduced if retirement occurs before age 60, although 
full benefits can be payable from age 57 based upon certain combinations of age and years of credited service. 


The respective years of credited service as of December 31, 1994 and at normal retirement age for the following 
Named Executives are: Mr. Crawford, 23.5 and 25.4 years; Mr. Levitt, 11 and 30.5 years; Mr. Brown, 30.7 and 
41.2 years; and Mr. Guyatt, 21.6 and 35.6 years. The years of credited service for Messrs. Crawford and Levitt 
exceed their years of actual service pursuant to arrangements entered into at the time of employment. 


Mr. Clark is a member of the registered defined contribution pension plan of CT Financial. His retiring allowance 
agreement provides for a supplemental benefit, calculated on a defined benefit basis according to a schedule which 
specifies an escalating percentage benefit based on years of company service and the annual average of his highest 
consecutive 36 months' salary. Benefits are in the form of a life annuity with a 60% surviving spouse benefit. 

For the purposes of the agreement, his company service at December 31, 1994 is 3.1 years and his accrued 
retirement income payable at age 55, based on his 1994 salary, is $37,600. At ages 60 and 65, Mr. Clark will have 
16 and 21 years of company service, respectively, and he will be entitled to an annual income of 75% and 86%, 
respectively, of the annual average of his highest consecutive 36 months’ salary. Based on his 1994 salary continu- 
ing unchanged until retirement, the benefit payable at ages 60 and 65 will be $470,300 and $539,200 respectively. 
The following table sets out the total benefits payable to Mr. Clark under his retiring allowance agreement. 


Pension Plan Table for Mr. Clark 


Remuneration (Salary) Years of Credited Service 

($) 15 20 
600,000 $426,000 $504,000 
650,000 $461,500 $546,000 
700,000 $497,000 $588,000 
750,000 $532,500 $630,000 


Termination of Employment and Retirement Arrangements and Employment Contracts 


Since September 1989, Imasco has established special compensation arrangements for all of its executive officers, 
other than Mr. Clark. These arrangements provide for severance payments to be received by them, in certain 
circumstances, in the event of resignation or termination of employment (except for cause or by reason of 
retirement, death or disability) within 24 months following a fundamental change in the ownership or direction of the 
Corporation. An executive officer would be entitled to receive, in such circumstances, his or her total compensation 
(including incentive awards and various perquisites, as well as participation in certain medical, insurance, pension and 
similar plans) for a limited period not exceeding 36 months, as well as reasonable fees and related expenses incurred 
in connection with employment, financial counselling, legal and accounting services. Executive officers who are 
subject to tax in the United States may also receive an adjustment to compensate for additional U.S. taxes that may 
be payable on certain severance payments. Rights granted pursuant to these arrangements are in lieu of any rights 
which an executive officer would have at common law. 


With the exception of Mr. Clark, in 1994, all executive officers of Imasco and operating company leaders participated 
in the Executive Long-Term Stock Benefit Plan and all operating company leaders participated in the Executive 

Retiring Allowance Plan. These plans provide for the payment of retirement allowances and are described in the 
"Human Resources Committee Report on Executive Compensation". 


A compensation agreement exists between CT Financial and Mr. Clark which provides that the company's human 
resources committee will review Mr. Clark's compensation annually. The agreement also provides that he will be 
entitled to two years’ salary and benefits should his employment be terminated without cause. Mr. Clark's compen- 
sation package Is outlined in note 6 to the Summary Compensation Table and his rights under a retiring allowance 
agreement are summarized under the heading "Pension Plans". 


Compensation of Directors 


Only directors who are not full-time officers or employees of Imasco are entitled to directors’ remuneration. 

The annual retainer fees per director are $18,000 plus, in the case of Outside Directors, Common Shares of Imasco 
allocated under the Directors’ Stock Plan described below. Annual retainer fees for committee work are: $7,500 to 
members of the Executive Committee; $2,000 to members of the HR Committee and members of the Audit 
Committee; $1,000 to members of the Nominating and Corporate Governance Committee; and $6,000 to the Chairs 
of the Audit, HR, and Nominating and Corporate Governance Committees. Attendance fees are $1,000 for each 
meeting of the Board and its committees. The per diem fee for special services is $1,000 and a fee of $250 is paid 
for consultations with the Chief Executive Officer and for participation in the passing of resolutions in lieu of a 
meeting. Directors are also reimbursed for travel and other out-of-pocket expenses incurred in attending Board or 
committee meetings, and for any reasonable expenses incurred while on Imasco business. 


The Corporation established a Directors' Stock Plan as of January 1, 1992, for members of its Board of Directors who 
are not officers or employees of Imasco or its affiliates (the "Outside Directors"). The plan was created in order to 
promote Outside Directors’ identification with shareholder interests and is administered by the Nominating and 
Corporate Governance Committee. Upon the recommendation of this committee, the Board of Directors may 
approve an annual allocation of Common Shares to each Outside Director. The Common Shares so allocated are 
purchased through the stock exchanges (thereby avoiding dilution) in the name of the Outside Directors, with all 
costs and expenses borne by the Corporation. As part of their retainer for 1994, Imasco caused 250 Common 
Shares to be purchased on behalf of each Outside Director, at a cost of $40.125 per share. 


Indebtedness under Securities Purchase Programs 
The aggregate amount of indebtedness to the Corporation and its subsidiaries incurred in connection with the 


purchase of securities of the Corporation or its subsidiaries, by their present and former officers, directors and 
employees, was approximately $1,672,000 as of March 1, 1995. 


The following table sets forth information concerning such indebtedness incurred by individuals who are, or at any 
time during 1994 were, directors, executive officers and senior officers of Imasco, and by associates of such 


directors and officers. 


Table of Indebtedness of Directors, Executive Officers And Senior Officers Under Securities Purchase Programs 


Name and 
Principal 
Position 


PURDY CRAWFORD 
Chairman and Chief 
Executive Officer 


BRIAN M. LEVITT 
President and Chief 
Operating Officer 


R. DONALD BROWN 
Chairman, President and 
Chief Executive Officer, 
Imperial Tobacco Limited 


RAYMOND E. GUYATT 
Executive Vice-President 
and Chief Financial Officer 
DAVID R. BLOOM 
Chairman and Chief 
Executive Officer, 
Shoppers Drug Mart 


Involvement 
of Issuer 

or 
Subsidiary 


Lender” 
Lender?) 


Lender") 
Lender?) 


Lender") 


Lender") 
Lender?) 


Lender?) 


Largest 
Amount 
Outstanding 
During 1994 


($) 
622,645 
29,000 


422,126 
27,500 


SgHoll 


232,711 
25,375 


27,500 


Amount 
Outstanding 
as at 

March 1, 
(225 

($) 

585,645 
29,000 


182,126 
27,500 


SOyOGo 


22572911 
25,875 


27,500 


Financially 
Assisted 
Securities 
Purchases 
During 1994 
(#) 


3,000 


5,000 


3,000 


Security for 
Indebtedness 


(#) 
22,083 
1,500 


5,000 
1,500 


1,000 


8,000 
1,500 


1,500 


ROY R. SCHWARTZ 


Senior Vice-President 


HUGH W. McADAMS 
Vice-President and Treasurer 


Lender") 


Lender") 


DENIS FAUCHER 
Vice-President and Controller 


DENISE PERRAULT 


Lender") 


Lender") 


189,270 


173,626 


74,601 


35,801 


178,755 


166,331 


74,601 


35,801 


1,300 


2,000 


1,000 


6,000 


6,300 


2,000 


1,000 


Vice-President, Human Resources 


1. These loans were made by Imasco under the Executive Loan Program which is described in the "Human Resources Committee 


Report on Executive Compensation". Common Shares of Imasco are pledged as security, according to a formula. 


2. These loans were made by Imasco to directors of Imasco who act as its nominees on the board of directors of CT Financial. 
CT Financial requires a director to hold qualifying shares. The loans are secured by the common shares of CT Financial 
purchased with such loans and the interest is equal to the dividends declared on such shares, net of the income tax payable on 
the dividends. When the borrower ceases to be a director of CT Financial, the loans must be repaid and either the borrower or 


Imasco may require Imasco to accept the qualifying shares as full repayment of the principal amount of the loan. 


Amendments to the Articles of the Corporation 


On February 2, 1995, the Board of Directors passed resolutions authorizing proposed amendments to the Articles 
of the Corporation: (a) to subdivide its authorized and issued Common Shares on a two-for-one basis ; and (b) to 
allow the directors to appoint directors between shareholders’ meetings in accordance with the laws governing the 


Corporation. 


Shareholders will be asked to adopt and approve Special Resolutions | and || regarding these proposed amendments 
to the Articles. The full text of the Special Resolutions is reproduced as Exhibits A and B to this Management Proxy 


Circular. 


The Special Resolutions must be passed with or without variation by not less than two-thirds of the votes cast by the 
holders of Common Shares present or represented at the Meeting who vote in respect thereof. 


The proposed amendments to the Articles shall become effective upon the issuance of a Certificate of Amendment 
by the Director under the Canada Business Corporations Act ("CBCA’), although the subdivision of the issued 
Common Shares is only expected to take effect at the close of business on May 15 (the "Record Date’). 


Subdivision of Authorized and Issued Common Shares 


The authorized share capital of Imasco consists of 120,500,000 Common Shares and an unlimited number of First 
and Second Preference Shares, issuable in series, of which there are presently issued 116,704, 223 Common Shares 
and 270 Perpetual First Preference Shares, Series D. The Board of Directors has concluded that it is in the 

best interests of Imasco and its shareholders to subdivide its authorized and issued Common Shares on a two-for- 
one basis. The increased number of outstanding Common Shares that would be available for purchase and sale at 
lower prices following the stock split should enhance the marketability of such shares and make the shares accessi- 
ble to a wider range of investors. 


In the event Special Resolution | is approved and Articles of Amendment are filed, the number of authorized 
Common Shares will be increased from 120,500,000 to 241,000,000 shares, and assuming there is no change in the 
number of issued shares prior to the Record Date, there will be 233,408,446 Common Shares outstanding. 


After the stock split, certificates representing Common Shares shall continue to represent the same number of 
Common Shares. However, each registered holder of Common Shares at the close of business on the Record Date 
will be entitled to receive a further certificate representing one additional Common Share for every Common Share 
held on the Record Date; as a result, each holder will hold two Common Shares for every Common Share held on 
the Record Date. Presently outstanding Common Share certificates should be retained by the holders thereof 
and should not be sent to the Corporation or to the Transfer Agent. 


The subdivision will not change any shareholder's proportionate share in the equity of Imasco or affect the aggregate 
stated capital of the Cormmon Shares. 


Imasco will provide for the listing on the Montreal, Toronto and Vancouver stock exchanges of the Common Shares 
to be outstanding as a result of the subdivision. In accordance with the rules of the exchanges, it Is expected that 
trading in the Common Shares on a subdivided basis will commence on or about May 9, 1995. 


After the subdivision, the indicated annual dividend rate for the Common Shares will be $0.96 per share. 


Imasco has been advised by its counsel that under the current administrative policy of Revenue Canada, Customs, 
Excise and Taxation, no disposition or acquisition will be considered to have occurred as a result of the subdivision of 
Common Shares. Consequently, the subdivision will not result in the realization of a gain or loss by a shareholder 
under the Income Tax Act (Canada). In general, the aggregate adjusted cost base to a shareholder of such 
shareholder's shares immediately after the subdivision will be equal to the aggregate adjusted cost base to such 
shareholder of such shareholder's shares immediately before the subdivision. 


Shareholders are advised to consult their own tax advisors for guidance regarding their personal income tax situation. 


Right to Appoint Directors Between Shareholders’ Meetings 


Prior to technical anendments made to the CBCA in June 1994, the CBCA set forth a procedure for filling vacancies 
on a board of directors but did not specify any procedure by which a corporation whose articles provided for a 
minimum and maximum number of directors could add directors between shareholders' meetings. However, as a 
result of the abovementioned amendments, the CBCA now expressly states that, if the articles of a corporation so 
provide, its directors may appoint new directors between shareholders’ meetings. Under the CBCA, directors 
appointed in this manner shall hold office for a term expiring not later than the close of the next annual meeting of 
shareholders and the total number of directors so appointed may not exceed one-third of the number of directors 
elected at the previous annual meeting of shareholders. 


The Board of Directors believes that it is in the best interests of Imasco to amend its articles to allow directors to 
appoint directors as now permitted by the CBCA. Such a right will provide the Imasco board with the flexibility to 
appoint additional directors between shareholders’ meetings in a timely manner and without incurring the expense 
of a shareholders' meeting. 


Directors’ and officers’ insurance 


Imasco has purchased, at its expense, group liability insurance in the amount of $25,000,000, with a deductible to 
the Corporation of $500,000, for the protection of directors and officers of Imasco and its subsidiaries, against liabill- 
ty incurred by them in such capacity. The premium for 1994 was $319,000, of which $143,550 was for directors’ 
coverage and $175,450 for officers’ coverage. 


Appointment of auditors 
Unless such authority is withheld, the proxies hereby solicited will be voted to reappoint Deloitte & Touche 
as auditors of the Corporation, to hold office until the next annual meeting of shareholders. 


Other matters 


Management of the Corporation knows of no amendment to the matters referred to in the Notice of Meeting 
nor of any other business to be brought before the Meeting other than the matters referred to in such 
Notice. However, if any amendment to any matters referred to in the Notice of Meeting or any other busi- 
ness should properly be brought before the Meeting, the enclosed Form of Proxy confers discretionary 
authority upon the persons named therein to vote thereon in accordance with their best judgment. 


Availability of documents 


Copies of Imasco’s latest annual information form, audited financial statements and management proxy cir- 
cular filed with various provincial securities commissions may be obtained, without charge, on request from 
the Secretary of the Corporation. 


Approval 


The Board of Directors of Imasco has approved the contents of this Management Proxy Circular and its sending to 
shareholders. 


/H ef -l-— 


Rodrick K. MacKinnon 


Secretary 
March 1, 1995 


EXHIBIT A 
SPECIAL RESOLUTION | 
"Resolved as Special Resolution | that: 


1. Article 3 of the articles of the Corporation be amended: 


(a) to subdivide the authorized Common Shares on a two-for-one basis, thereby increasing the number of 
authorized shares from 120,500,000 to 241,000,000 shares; and 


(b) to subdivide on a two-for-one basis the Common Shares outstanding as at the close of business on May 15, 
1935, 


2. Notwithstanding the provisions hereof, the directors of the Corporation may revoke this Special Resolution | at 
any time prior to the issuance under the Canada Business Corporations Act ("CBCA") of a Certificate of 
Amendment giving effect hereto, without further approval of the shareholders of the Corporation. 


3. Any director or officer of the Corporation be and is hereby authorized and directed, for and on behalf of the 
Corporation, to sign and deliver all such documents and to do all such other acts as such director or officer may 
consider necessary or desirable to give effect to this Special Resolution | (including, without limitation, the deliv- 
ery of articles of amendment in the prescribed form to the Director appointed under the CBCA), the execution of 
any such document or the doing of any such act being conclusive evidence of such determination." 


EXHIBIT B 
SPECIAL RESOLUTION II 


"Resolved as Special Resolution II that: 


1. Article 7 of the articles of the Corporation be amended by adding thereto the right of the directors to appoint from 
time to time one or more directors in accordance with the laws governing the Corporation. 


2. Notwithstanding the provisions hereof, the directors of the Corporation may revoke this Special Resolution |! at 
any time prior to the issuance under the Canada Business Corporations Act (“CBCA") of a Certificate of 
Amendment giving effect hereto, without further approval of the shareholders of the Corporation. 


3. Any director or officer of the Corporation be and is hereby authorized and directed, for and on behalf of the 
Corporation, to sign and deliver all such documents and to do all such other acts as such director or officer may 
consider necessary or desirable to give effect to this Special Resolution II (including, without limitation, the 
delivery of articles of amendment in the prescribed form to the Director appointed under the CBCA), the 
execution of any such document or the doing of any such act being conclusive evidence of such determination." 


